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CAPITAL INVESTMENT 


KVASHA AND V. KRASOVSKI: 


Voprosy Ekonomiki, No. 6, 1960 


ites of Reproduction and the Structure of Capital Investment 


Phe efficacy of the productive mechanism, its ef- 
ency, is heightened with the expansion of its 
tking component -- machinery. Modern trends in 
hnical progress are reducing the size of machin- 
_per unit of its productive capacity and thereby 
modifying the ratio of outlays for buildings to 
lays for equipment. The economic significance 
his change in the technological structure of cap- 
. investment (1) is that it helps to reduce the cap- 
-output ratio, which is one of the principal fac- 
S in increasing the rate of expansion of social 
duction. Tentative estimates indicate that under 
dern conditions an increase of one point in the 
re of machinery and other equipment in the ag- 
gate industrial investment in the USSR would 
se the annual volume of industrial output by 5 to 
illion rubles. Hence, the changing trend in the 
hnological structure of capital investment, the 
Sibilities of increasing the share of equipment in 
2d capital, and an analysis of the experience of 
ustrially developed countries in Western Europe 
of the USA should be carefully scrutinized in 
} respect. 
‘he complexity of the problem is due to the fact 
> one must begin with construction statistics 
ch show the relationship between construction 
k and equipment in value terms, while the in- 
mation that interests us must be obtained by ana- 
ing the composition of fixed capital in kind and 
increment. It therefore becomes necessary, on 
one hand, to eliminate the value fluctuations 
ch obscure the dynamic and international com- 
isons, and on the other, to concretely analyze the 
inical and construction decisions in the light of 
uirements of modern technology. 
Pine United States the technological structure 
ital investment has been studied by a number 
thors — R. Gordon, S. Kuznets, A. Hansen and 
— who used long-term series of relationships 
nditure for construction and equipment main- 
‘the purpose of offering an apologetic inter- 
on of the capitalist cycle. However, whatever 
pose of these investigations, the data pre- 
J by the above -named authors are | unquestionably 


valuable. In West Germany similar studies 

have been conducted by R. Krengel and F. Gruening. 
All these authors note a trend toward an increase 

in the share of outlays for equipment in aggregate 
capital investment. R. Gordon made the following 
estimates of the ratios of outlays for construction 
to the volume of investment in equipment for the pe- 
riod 1869 to 1950 in the over-all economy of the 
USA (2): 


1869-1878 
1879-1888 


1909-1918 
1919-1928 
1929-1938 
1946-1950 


1889-1898 
1899-1908 


These global data on capital investment in the 
American economy, including the non-productive 
sector, indicate that a constantly decreasing propor- 
tion of national investment was allocated to con- 
struction. One should be careful not to apply these 
trends, derived from data on the whole economy, to 
industry. 

To characterize the developments in the techno- 
logical structure of capital investment in industry 
we believe that the more reliable data are supplied 
by Tibor Barna, who calculated investment in the 
USA, Britain and West Germany in terms of US 
dollars of 1950 purchasing power, applying special 
currency equivalents for construction work and 
equipment (see table on the following page). 

This table shows that the share of equipment in 
total capital investment in the USA, Britain and 
West Germany is not identical. Neither is the 
change in the structure of capital investment. For 
the period covering 1929 to 1956 the share of ex- 
penditures for equipment in Britain ranged from 70 
to 80%, in West Germany from 55 to 70%. In 
spite of the prevailing ideas, the structure of capi- 
tal investment in the leading and technically ad- 
vanced industry of the United States appears to be 
far less favorable than is the case in Britain, whose 


‘industrial capacities are to a large extent worn out 
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Technological Structure of Capital Investment in the Manufacturing 


Industries of the USA, Britain and West Germany 


(in 1950 prices)* 
West Germany ** 


USA Britain 

% of % of % of 

Expendi- Expendi- Expendi- 

Billion tures for Billion tures for Billion tures for 

dollars equipment dollars equipment dollars equipment 
5.6 41.1 0.60 76.7 0.44 65.9 
3.8 44.7 0.58 77.6 0.35 65.7 
2.3 56.5 0.48 79.2 0.21 66.7 
1.1 oat 0.41 80.5 0.11 63.6 
17 47.1 0.43 TO. 0.16 62.5 
1.9 52.6 0.61 77.0 0.28 64.3 
ot 66.6 0.72 75.0 0.44 68.6 
3.0 63.3 0.87 74.7 0.58 63.8 
4.1 53.6 0.95 76.8 0.76 64.6 
2.4 62.5 0.85 80.0 0.97 64.9 
Zot 62.9 26 — Tei 65.0 
4.0 57.5 1.80 -- 1.20 65.0 
5.4 50.0 2.38 - 1.29 65.9 
32) 68.7 1.65 ~~ 1.29 68.2 
1943 2.6 84.6 1.06 — 1.10 68.2 
1944 3.4 82.3 0.58 — 0.79 68.4 
1945 : 5.4 68.5 0.38 — 0.19 68.4 
1946 | 8.3 51.8 0.57 79.0 | 0.19 68.4 
P08 cee ey Oe) 63.0 1.01 1320S bie e026 | 69.2 
1948 7.4 67.5 1.14 1851 | 0.66 54.5 
1949 5.8 67.1 1.28 noel 0.97 | 66.0 
1950 6.3 73.0 1.47 78.2 1.20 65.0 
1951 7.4 68.9 1.58 79.7 1.39 64.7 
1952 es! | 70.2 1.50 TbtSs (ote eas 64.4 
1953 7.4 | 70.2 1.43 74.8 1.67 64.1 
1954 6.8 70.6 1.51 75.5 | 1.95 64.6 
1955 7.3 63.0 1.82 70.9 | 2.35 66.0 
1956 8.7 66.6 2.08 68.7 | 2.45 68.2 

se ae a oe 


is Tibor Barna, “Das Industrielle Anlage vermégen im Vereinigten Konigreich,” in 
Vereinigten Staaten von Nordamerika und in der Budnesrepublik Deutschland, 


Deutsches Institut fur Wirtschaftsforschnung, Vierteljahrshefte zur Wirtschafts- 
forschnung, 1957, Zweites Heft. 


* 

¥ 

** Including extractive industries. . 
du 


and obsolescent. This comparison shows, among sharply in the is is du 
other things, the caution one must exercise in con- to the fact aes pate sere van 
trasting the technological structure of capital in- very year in which the USA began the tiie ilat 
vestment in different countries, and the part played of statistics on capital investment Moreosel 
in this field by the specific features of national sta- marked the highest point of sconiate ex ansio 
tistics. The data in the above table indicate that the fore the greatest depression in the distor of c 
share of expenditures on equipment has increased talist crises. In capital inivantingneemisen we 
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nense for that time, outlays for construction of 

y factories accounted for an overwhelming share. 
S explains the high proportion of construction 
/assembly work. In subsequent years, on the oth- 
hand, when the reduced volume of capital invest- 
nts was mainly allocated to the partial expan- 

n and reconditioning of existing enterprises, the 
re of equipment in capital outlays rose Sharply. 


Investment (billion 
(in %) 


Scale for Capital 


o 
- 
5 
<= 
ny 
_ 
° 
~~ 
o 
5 
Vv 
on 


of Equipment 


633 625 62.9 


Years 1929 1932 1935 1936 1941 
o——e——e — Capital Investment in Manufacturing Industry 
CemeeenOmee §=— — Share of Equipment in Capital Investment 


‘he technological structure of capital investment 
joviet industry has also been steadily improving 
r since the beginning of the 1930’s. However, 
cial statistics show that the share of equipment 
apital investment in the USA is 25 points higher 
1 in the USSR. A similar relation prevails (with 
or variations in either direction) in almost all 
istrial sectors (see table on the following page). 
sa rule both American and Soviet statistics 
ssify as equipment all removable instruments of 
yr, i.e., instruments which are in the main prod- 
3 of the machine-building industry (in American 
ninology — mobile equipment). This similarity 
aethods of reckoning capital investments has led 
1e investigators to make direct comparisons of 
statistical data of both countries. These com- 
isons lead to inferences that are not always 

d, because there are differences in the methods 
omputation and grouping of some components of 
snditures in American and Soviet statistics (as- 
bling of equipment, assembly materials, li- 

3es and patents, research work, etc.), which in 


5 


It should be noted that in every cycle the highest 
volume of capital investment has as its counterpart 
the smallest share of outlays for equipment (see 
chart below). However, if cyclical fluctuations are 
overlooked, there will appear a clear-cut trend to- 
ward an increase inthe share of outlays for equip- 
ment in capital investment in the manufacturing 
industry of the USA. 


CAPITAL INVESTMENT AND SHARE OF OUTLAYS FOR EQUIPMENT IN THE 
MANUFACTURING INDUSTRY OF THE USA, 1929-1956 


730 74 14 7h 


1944 1947 1950 1953 1956 


the aggregate increase the actual gap between the 
indicators of the share of equipment in the capital 
investment of these countries. Yet the principal 
cause of this apparent discrepancy is the difference 
in currency equivalents for construction and as- 
sembly work and the output of the machine-building 
industry. 

When American economists compare the volume 
of capital investment in the United States and the 
Soviet Union they are unwittingly inclined to apply 
the so-called tourist rate of exchange (ten rubles 
to the dollar) in their computations, whereas the 
actual relation of ruble to dollar in terms of pur- 
chasing power is far more favorable to the ruble. 
In construction work we compute the currency 
equivalents by comparison of consolidated indica- 
tors of the value of industrial buildings of similar 
design and size. The data on the value of industrial 
buildings in the USA were derived from the bulle- 
tins published by the firm of Marshall and Stevens 
for 1951 and adjusted for 1958 prices by using the 
price index of construction and assembling work. 


A a 
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Share of Equipment Expenditures in Capital Investment in 
the Industries of the USA and USSR (in %) 


Industry 


Ferrous metallurgy 

Non-ferrous metallurgy 

Machine building 

Chemical and rubber 

Building materials 

Timber, paper and wood- 
working 

Light industry 

Food industry 

Coal industry 

Petroleum and gas 

Power plants, electrical 
and thermal systems 


* US Department of Commerce, Bureau of the Census, 
Annual Survey of Manufactures, 1956, Washington 1958, 


pp. 109-112. 


The Soviet data were compiled from collections of 
consolidated indicators of the value of buildings and 
installations used for revising the value of fixed 
assets in 1960. 

Taking into account the differences in currency 
equivalents, the proportion of equipment in capital 
investment in Soviet industry evaluated in US dol- 
lars amounts to 48% (40% in rubles). Thus, the ad- 
justment for the difference in currency equivalents 
brings the indicators of the technological structure 
of capital investment in Soviet and American indus- 
try substantially closer together. 

ORK 

Differences in this structure are further re- 
duced by adjustments which take account of the 
specific features in the grouping of outlays for 
equipment and construction in Soviet and American 
statistics. Soviet statistics include the cost of 
equipment assembling and assembly materials (and 
in some cases the cost of foundations) in the con- 
struction and assembly component of investment, 
while American statistics include these in the cost 
of equipment. Moreover, in some sectors the cost 
of assembling and of the materials used in this 
work account for as much as 30% of the outlays for 
equipment. For instance, the estimate of West Ger-_ 
man firms for an iron and steel works in India set 
the expenditures for assembling the equipment at 
13.2%. In the USA chemical industry, according to 


the data of some experts, this item accounts for 
14.3%. In the machine-building, textile, footwear 
and other industries employing relatively mediun 
sized machines delivered by the machine-buildin: 
plants in already assembled form, the cost of in- 
stallation is approximately 3 or 4% of the outlays 
for equipment. Inclusion of expenditures for in- 
stalling the equipment in the total outlays for the 
latter in all industry raises the share of these ou 
lays in the aggregate capital investment by five t 
six points. Z. 
Construction work in US statistics includes on 
the work done in putting up essential components 
industrial buildings (crane-supporting pillars, 
USSR statistics go much further in this direction 
incorporating under this heading the cost of plun 
ing, conditioning, intra-plant pipe lines, heating 
units, etc. A special study made by the Giprom 
design institute has demonstrated that if in the 
struction of blast-furnaces the outlays for instal 
tion were grouped according to the method used 
American statistics the share of equipment wow 
increase by 30 to 50%. This, of course, is an & 
treme case. For industry as a whole this kind 
adjustment would increase the share of equipm 
in Soviet capital investment by one or two points 
One should also note that in the USA the sum 
capital investment includes the cost of licenses 
patents, and research work in technological — 


L. Il, NO. 6 
cesses. In the USSR these expenditures are as 
ule accounted for in the state budget and are not 
‘koned under the heading of capital investment. 
sse differences translated into figures charac- 
izing the technological structure of capital in- 
tments require a further adjustment amounting 
ne or two points. 

she aggregate of the above adjustments increases 
share of equipment in the structure of capital in- 
tment in Soviet industry from 40 to 58%. The 
iability of these adjustments reflecting the dif- 
ences in the grouping of components of outlays 
equipment, construction and assembling in So- 

t and American statistics is indirectly confirmed 
Central Statistical Administration data on the 
ucture of fixed productive assets in state indus- 
(end of the year; in % of total). 


juildings 
tructures 
2ower equipment 
-roduction equipment 
"ransmission devices 
*ransport facilities 
nventory, tools and 
other fixed assets 


Total 


Narodnoe Khoziaistvo SSSR v 1958 godu, 
Statistical Yearbook, Gosstatizdat, 1959, 
p. 59. The structure of fixed assets in 
industry is computed on the basis of the 
initial value (without deduction for de- 
preciation) of the assets in the prices 
prevailing at the time of purchase. 


1 the components of the fixed assets tabulated 
ve which may be unquestionably classified as 
ipment (power and production equipment, trans- 
sion devices, means of transport, inventory, 

Is, etc.) amounted in 1958 to 47% of the replace- 
it value of fixed productive assets. On the other 
d, according to the Central Statistical Adminis- 
ion, equipment accounts for only 40% of capital 
sstment. To a large extent this discrepancy is 
lained by the fact that when machines are in- 
led in the operating balance sheet their priceas 
nventory item includes the outlays for installa- 
and frequently the cost of their foundations. 
nother rather important group of fixed assets — 


% 
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structures — is of an extremely heterogeneous com- 
position. In addition to roads, bridges, fences, ca- 
pacities and reservoirs, it includes mining installa- 
tions: shafts, faces, bore holes and certain types of 
products of the building industry which are in fact 
machines: hardening and roasting furnaces, water- 
cooling towers, and so on. This defect in the class- 
ification of fixed assets complicates their economic 
analysis, in particular, a reliable division into ac- 
tive and passive components. This has a considera- 
ble effect on the analysis of statistical data on 
capital outlays, for in this case construction en- 
compasses the entire output of construction enter- 
prises irrespective of the future technological role 
of this output. 

It has been pointed out earlier that the adjust- 
ments in foreign exchange equivalents for construc- 
tion and equipment, as well as the adjustments 
eliminating the non-comparability of statistical 
data on the structure of capital investment, reduce 
the apparent gap in the share of equipment in total 
capital investment in Soviet and American industry 
to 10 points: 58% for the USSR and 68% forthe USA. 
It follows that the relative technological structure 
of capital investment in the USA and the USSR is 
not as unfavorable for the latter as might appear 
from a direct comparison of the statistical data of 
both countries. Nevertheless, the economic impor- 
tance of measures designed to increase the share 
of equipment in capital investment in Soviet indus- 
try should not be underestimated. 

The gap between Soviet and American industry in 
regard to the share of investment in the active com- 
ponent of fixed industrial assets stems largely from 
the four following factors: 1) the predominance of 
outlays for reconstruction and modernization in 
American capital investment; 2) relocation of some 
US industries to the South and West, to areas with 
a mild climate where considerably lighter buildings 
can be constructed, while in the USSR industry is 
shifting to the Northeast; 3) the designing in the So- 
viet Union in some cases of new industrial plants 
according to obsolescent technological patterns, 
insufficiently compact patterns; insufficient use of 
the possibilities of specialization in auxiliary pro- 
duction; 4) a lag in the organization and mechaniza- 
tion of construction work in the USSR, including 
unsatisfactory utilization of modern construction 
methods as well as an excessive number of tempo- 
rary structures in our construction projects. 

The share of expenditures for equipment in the 
construction of enterprises is evidently smaller 
than in the reconstruction and modernization of 
existing plants in which the space and capacity of 
present buildings are used. Relevant figures for 
the USA can be derived by comparing census data 


8 


for the manufacturing industry on the technological 
structure of capital investment in new and recon- 
structed plants with the data on the structure of out- 
lays for new enterprises, published by the Office of 
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Statistical Standards, showing the interrelation be 
tween expansion of productive capacity through the 
construction of new plants and the purchase of ney 
means of production (see following table). 


Expenditure for Equipment in US Capital Investment 
(in % of total investment) 


In new and recon- 
structed plants 
(US census data 

for 1954)* 


Branches of 
manufacturing 
industry 


Ferrous metallurgy 

Non-ferrous metallurgy 

General machinery 

Electrical machinery 

Transportation machinery 

Chemical 

Rubber 

Petroleum refining 

Building materials 

Timber, wood-working, 
paper 

Textiles 

Leather and leather prod- 
ucts 

Food 


In new enterprises 
(data of the Office 
of Statistical 
Standards) ** 


* United States Census of Manufactures, 1954, Vol. I, Summary Statistics, 
Expenditures for Plant and Equipment, Washington, 1957. 
** Capital Requirements for the Expansion of Industrial Capacity, pre- 
pared for the Interindustry Economic Research Program by R. N. 


Grosse, Washington 1953. 


*** The Census Bureau instructions for calculating capital investment re- 
quire that expenditures for oil refining batteries and cracking plants 
be included in the construction item of capital investment, with the re- 
sult that the share of equipment in this highly automated sector has 


been artificially lowered. 


The table shows that in the manufacturing indus- 
try as a whole the share of equipment in the expen- 
ditures for construction of new plants amounts to 
58% compared to 69% for the entire category of 
construction, including reconstruction. Since the 
census data cover investment in both reconstructed 
and new enterprises, the actual difference between 
the share of equipment in the expenditures for new 
plants and for the reconstruction of existing enter- 
prises is obviously much greater than the 11 points 
indicated in the “total” row of the table. 


\ 


Our economic literature cites many instances ¢ 
the effectiveness of outlays on the reconstruction 
and expansion of existing plants. Indeed, in the S¢ 
en-Year Plan reconstruction and expansion of exi 
ing enterprises has been adopted as the principal 
form of increasing capacity. This applies in par- 
ticular to ferrous metallurgy. It is evident that a 
Saving or a higher yield from production space c¢: 
be achieved by replacing obsolescent equipment — 
with new, more compact and efficient machines, : 
well as by altering the technological schedules of 


ee es ee 
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eoduction in other sectors. One article dealing 

ith the problems of expansion and reconstruction 
existing plants states that “whereas a few years 
go the installation of a grinding or turning lathe in 
machine-building plant required 15 to 20 square 
eters of space, modern automatic lathes need 

ily 3 to 5 meters, although their productivity is 
several times higher.” (3) 

This example of a substantial economy of space 
shieved by replacing old universal lathes by new 
1eS incorporated in automated lines is not typical 
the whole machine-building industry or even of 

e mechanical shops. This type ofdata reflects the 
tentialities of the latest machinery, potentialities 
at can be put into effect on a large scale in the 
ore or less distant future. But the equipment 
hich is now in mass production also makes it pos- 
ble to sharply reduce the requirements for pro- 
ictive space and volume per unit of capacity. 

here are convincing examples of this in the textile 
1d food industries. For instance, the Ivanovo Re- 
onal Economic Council is planning the reconstruc- 
on and expansion of 31 factories with an attendant 
crease of 380,000 spindles and 11,900 looms. The 
st of this project is 40% lower than would be the 
yst of construction of new cotton mills with simi- 
r capacity. In the Vinnitsa Economic Region re- 
mnstruction of sugar refineries in 1959 expanded 
eir capacity and they can now process 6,100 tons 
‘sugar beetaday more than before. This in- 

ylved an outlay of 174 million rubles, while the con- 
ruction of new, equal capacities would have cost 
10 million rubles. (4) Finally, one of the most 
riking examples of the high degree of efficacy of 
construction with the use of the latest equipment 
supplied by the telephone and telegraph communi- 
itions systems in which modern electronic de- 
ces make it possible to use existing cables for 
multaneous transmissions of hundreds of 
essages. 

It is evident that the high proportion of expendi- 
res for equipment in American industry is due to 
great extent to the fact that the bulk of capital in- 
stment there is allocated to the reconstruction 

id modernization of existing plants. It is not pos- 
ble to make an accurate estimate of the exact pro- 
wrtion of expenditure for reconstructing existing 
ants and building new ones because official US 
atistics do not contain the relevant data either in 
riodic censuses or current surveys. On the ba- 

s of the available data it is possible to estimate 
ly the capital investment in uncompleted construc- 
yn of new plants and reconstruction of idle ones, 
\ich in 1956 amounted to about 40% of the total 
pital investment. Expenditures for uncompleted 
w plants are sometimes mistakenly identified 

a): 
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See Ve 


oy 


with total outlays for the construction of new plants, 
and this gives rise to the erroneous idea that capi- 
tal investment in US industry is almost completely 
channeled into reconstruction and modernization. 
Yet according to the data supplied by McGraw-Hill 
publishers, who make periodic economic surveys, 
allocations for construction of new plants in 1956 
amounted to 35% of the over-all capital investment 
in industry. The questionnaires filled out by the 
corporations surveyed by these publishers, which 
employ 38% of the total labor force in manufactur- 
ing industries, indicated that in 1957 they expected 
to allocate 48% of their capital investment to re- 
placement and modernization of equipment. 

It was shown above that in the United States the 
technological structure of capital investment is 
subject to considerable variations depending on the 
phase of the cycle, the aggregate of capital invest- 
ment and its distribution between construction of 
new plants and reconstruction of existing ones. It 
can be generally stated that the technological struc- 
ture of capital investment depends to a large ex- 
tent on the rate of growth of production. 

Soviet industry is growing at an annual rate of 
10-11%, which is 2.8 to 3 times higher than the 
growth rate of American industry. It therefore 
stands to reason that in the Soviet Union the share 
of investment in new plants must be higher than in 
the USA. In a number of branches — ferrous met- 
allurgy and machine building, for example — the 
growth is largely due to expansion and reconstruc- 
tion of existing plants. But in the electric power, 
chemical, petroleum and gas, and non-ferrous 
metallurgy industries, on the other hand, the only 
way to achieve a rapid expansion of capacities is to 
build new plants. 

The work of improving the technological struc- 
ture of capital investment in the Soviet Union in- 
volves certain difficulties owing to the shifting of 
industry to the East and Northeast. In the USA 
capital investment is increasingly shifting to the 
southern and western states where the climate fac- 
tor reduces the cost of construction, and it is pos- 
sible to build “open-type” enterprises with few 
buildings, sometimes even replacing the latter with 
sheds. Between 1919 and 1954 the total number of 
enterprises in the manufacturing industries of the 
USA has increased from 270.2 thousand to 286.6 
thousand; in the Pacific Coast states it has doubled, 
and in California it has increased 2.4 times. The 
labor force employed in these industries has in- 
creased even more. In the USSR, on the other hand, 
industry is shifting to areas with a markedly con- 
tinental, harsh climate. It is estimated that the 
cost of construction in the eastern areas is about 
5% higher than in the centralregions of the Russian 
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Federation. True, the impact of these unfavorable 
conditions of the technological structure of capital 
investment is mitigated by the fact that construction 
in the East is focused on super-powerful electric 
stations and a complex of power-consuming metal- 
lurgical and chemical plants, big coal pits, etc., 

in which the advantages of concentration lower the 
share of expenditures on construction and assembly 
work. 

In this way the technological structure of capital 
investment in Soviet industry reflects the impact 
of the high rate of growth of industrial production 
and of the specific features of its geographical dis- 
tribution. Hence, even greater efforts are re- 
quired for the maximum utilization of modern tech- 
niques and advanced methods of construction in the 
building of new enterprises. 

Large-scale use of production lines in all-round 
mechanization, and in many cases in complete auto- 
mation, offers many opportunities for achieving 
greater efficiency in the general programs of new 
projects. Production lines make possible the eco- 
nomical designing of plant buildings, in particular 
by setting them up in blocks, reducing the space 
separating them, and cutting down the length of 
transportation lines, engineering networks and com- 
munications. The Gosstroi Building Administration 
estimates indicate that by rationalizing general 
programs a 30 to 40% reduction in the size of plant 
sites can be achieved, while the length of rail and 
other transportation lines, engineering networks 
and communications canbe cut by 30 to 40% and 10 to 
20% respectively. The contraction of the share of 
construction in American capital investment is also 
connected with changes in types of factory struc- 
tures. Many-storied buildings and warehouses are 
unsuitable for the huge flow of goods and modern 
means of transport. Single-story buildings are 
now used to an increaSing extent. They are gener- 
ally made with all-steel frames and plastic, water- 
proof ceilings, and flat, corrugated-iron roofing 
without slope for the outflow of rain. In these struc- 
tures sectional girders are replaced by shaped met- 
al of different types which are easily installed. Iron 

and steel works fulfill orders for shaped metal with- 
in one to two months. At the same time apparatus 
is mounted on a vertical pattern which is extensive- 
ly used in the chemical industry. Certain facilities 
are planned in a new way in many-storied buildings: 
staircases, elevators, etc., for instance, are put up 
outside the buildings. 

Besides requiring new types of industrial build- 
ings, automation also offers the opportunity of in- 
stalling equipment outside the buildings. Recent 
literature on the subject points out that in the 
United States in the construction of chemical plants 
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there is a marked trend toward “setting up a cen- 
tral control panel in a separate building; this sy 
tem combined with large-scale use of insulation 
materials and stainless steel permits the installa 
tion of a substantial portion of the equipment in tl 
open air.” (5) 

In spite of the harsh climate it is possible both 
in the Urals and Siberia to set up much of the equ 
ment on open sites, to install it outside the build- 
ings. This is particularly suitable in the chemic: 
industry, ferrous and non-ferrous metallurgy, th 
building materials industry, etc. The Gosstroies 
mates show that in the chemical industry this me 
od will mean a saving in construction costs of 4.§ 
to 6%. 

A considerable saving can be realized in capite 
investment by an efficient solution of the problem 
of so-called auxiliary and subsidiary shops, espe 
ally of the maintenance departments in new plant: 
This is not simply a matter of merging, whereve: 
advisable, shop maintenance units into a single 
plant department, or even of setting up a network 
of coordinated and regional plants specializing in 
major repairs. The time has come to change the 
relation between the outlays of labor for mechani 
cal repairs and the manufacture of new machines 
in favor of the latter. A partial, say by 0.5 units 
reduction in the standard norm for the average 
number of capital overhaulings would permit a _ 
lesser degree of stringency in rejecting worn-out 
and obsolescent equipment and would reduce inve 
ment in maintenance shops and, therefore, the aggr 
gate expenditures for construction of new plants. 

Finally, another important possibility of eco- 
nomics in construction is the reduction of the nun 
ber of temporary structures and installations sei 
up on construction sites. In large projects such 
new petroleum refineries outlays for temporary 
buildings and installations run into hundreds ofr 
lion of rubles, accounting for 8 to 11% of total ca 
tal investment in fixed productive assets. The 
extent of existing possibilities of reducing constr 
tion costs can be seen in the plans drawn up by t. 
Ministry of Construction of Electric Power Sta- 
tions. By increasing the rated capacity of the st 
tions and generating units, by fueling the boilers 
with gas and heavy oil, and making maximum us¢ 
of ferro-concrete elements, and by other means 
well, the estimated cost of thermal power statiol 
with an aggregate installed capacity of 36.3 milli 
kw. has been cut by 11 billion rubles. 4 

Rational planning of new projects, selection 
the best technological construction methods, 7 
changes in the branch structure of industry, anc 
particular, accelerated growth of the chemical ii 
dustry, are all factors which in the near future 
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jake possible an increase of about 6 to 7 points in 
ie share of outlays for equipment. This in turn 
ill necessarily bring about a substantial decrease 
| the capital-output ratio and in the costs of social 
roduction, and will help to accelerate the rate of 
rowth of the whole socialist economy. 


Footnotes 


(1) The technological structure of capital invest- 
ent (and fixed capital) means the relationship be- 
veen the outlays for the purchase and installation 
_the working components of fixed capital — ma- 
lines and equipment which have a direct effect on 
ie objects of labor — and the outlays for industrial 
lildings. A distinction must be made between the 


technological and reproductive structure of capital 
investment: the latter is characterized by the pro- 
portion of expenditure for reconstruction and ex- 
pansion of existing plant to the expenditure for 
construction of new plant. 

(2) R. A. Gordon, “Investment Opportunities in 
the United States Before and After World War II” 
bees ieee Cycle in the Postwar World), 1955, 
p. : 

(3) Planovoe Khoziaistvo, 1960, No. 1, p. 63. 


SS 


(4) See Promyshlenno-Ekonomicheskaia Gazeta, 
February 7, 1960. 


(5) BIKI Supplement No. 7, 1958, “The Equip- 
ment Market in the Capitalist Countries in 1957,” 
p. 84. 
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Planovoe Khoziaistvo, No. 3, 1960 


tandard Methodology for Deter mining the Economic 


ffectiveness of Capital Investments and New Technology 


1 the National Economy of the USSR 


The most efficient utilization of capital invest- 
ents allocated for the reproduction of fixed assets 
id also the greatest possible increase in the eco- 
ymic effectiveness of new technology are of spe- 
alimportance in planning the national economic 
velopment of the USSR. The 21st Congress of the 
PSU pointed out in its decisions: “The Commu- 
st Party attaches great importance to the most ef- 
ctive allocation of capital investments which make 
possible with the least expenditure of funds to in- 
ease produttion capacities, expand industrial out- 
t in the shortest possible periods and achieve a 
arp rise in labor productivity and a reduction of 
oduction costs.” 

The decisions of the Party served as the basis 

- working out standard methodological rules for 
termining the economic effectiveness of capital 
vestments and new technology in the national econ- 
ry of the USSR. These standard rules, recommended 
ruse in planning, have also taken into accountthe 
eeestions of the USSR Scientific and Technical Con- 
ce on problems of determining the economic ef - 
ctiveness of capital investments and new technology. 


The standard methodological rules have been 
elaborated by the Institute of Economics (USSR 
Academy of Sciences) with the participation of the 
Scientific Research Institute of Economics (State 
Planning Committee of the USSR), the Institute of 
Economics of Construction (USSR Academy of Con- 
struction and Architecture), the State Scientific and 
Technical Committee of the USSR, the Central Sta- 
tistical Administration of the USSR and the Con- 
struction Bank of the USSR. They have been dis- 
cussed by the Presidium of the USSR Academy of 
Sciences and, upon its instructions, coordinated 
with the State Planning Committee of the USSR, the 
State Scientific and Technical Committee of the 
USSR, the Central Statistical Administration of the 
USSR and the Construction Bank of the USSR and 
approved by the Scientific Council on Problems of 
the Economic Effectiveness of Capital Investments 
and New Technology. 

The present standard methodological rules for 
determining the economic effectiveness of capital 
investments and new technology are designed for 
use by planning agencies, economic councils, 
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research and designing organizations, industrial 
enterprises and building organizations. They incor- 
porate principles which are applicable toall branch- 
es of the national economy. These principles 
should serve as a basis for working out methodolog- 
ical rules by branches, rules which will take into 
account the specific features of different branches 
of industry, agriculture, construction and trans- 
port. 

The standard methodological rules proceed from 
the premise that the allocation of capital invest- 
ments among branches of the national economy for 
the purpose of their balanced and proportional de- 
velopment, with the priority growth of the produc- 
tion of the means of production, is decided on the 
basis of the balance-sheet method of planning. At 
the same time the choice of the most effective ways 
of solving the problems set should be made with due 
account for the economic effectiveness of the capi- 
tal investments. 

The time factor is of particular importance in 
determining the effectiveness of capital investments 
since “in the economic competition with capitalism 
the question of winning time, the question of time 
for accomplishing economic tasks is an exception- 
ally important, vital question” (N. S. Khrushchev). 

Calculations of economic effectiveness are made 
in planning capital investments, designing capital 
construction projects and introducing new tech- 
nology: 

a) in selecting the branch of production to meet 
a definite requirement of the national economy 
when there are several branches producing similar 
or interchangeable goods; 

b) in solving problems related to the integrated 
development of economic areas and the distribution 
of new enterprises, specialization, cooperation and 
combination of production; 

c) in establishing the most correct allocation of 
capital investments among new construction, re- 
construction and expansion of existing enterprises 
and in calculating capacities of enterprises; 

d) in establishing construction periods with the 
object of reducing them and elaborating progres- 
sive norms for the duration of construction; 

e) in determining capital investments for the 
introduction of new technology and in working out 
variants of new technology — the development of 
new and the improvement of existing types of goods 
and methods of their manufacture, mechanization 
and automation of production processes, etc. 

The economic effectiveness of capital invest- 
ments is expressed, in the final analysis, ina 
growth of the productivity of social labor, i.e., in 
a reduction of the production cost per unit of out- 
put, taking into account the time factor. 
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The exact determination of economic effective- 
ness is possible only on the basis of a calculation 
of value. Since such calculations are not made as 
yet, indices of prices and production costs, which 
give an approximate idea of the actual economic ¢ 
fect, should be used to determine economic effec- 
tiveness. 

In calculating economic effectiveness for the ns 
tional economy the full expenditure of living labo 
including labor for society, should be reckoned 
whenever possible. 


Determining the Economic Effectiveness 
of Capital Investments 


Capital investments represent outlays for the 
reproduction of fixed assets. They are used for 
the building of new plants, the expansion, recon- 
struction and re-equipment of existing enterprise 
the building of installations and other facilities fe 
production purposes, as well as the construction 
houses, public utilities, cultural and other servi 
establishments (including expenses for the pur- 
chase of equipment and machines, their, moderniz 
tion, and the introduction of new technological prt 
esses), for geological prospecting, surveying, de 
Signing and preparatory work and other jobs and 
outlays.* . 

In determining the economic effectiveness of 
capital investments in production projects which 
tail development of allied branches, account shou 
be taken not only of the capital investments in the 
given project but also in the branches needed for 
its operation. For example, if a thermal electri: 
station is being built, account should be taken oft 
capital investments not only in the station but als 
in the fuel industry and in transport on the scale 
needed to assure its fuel supply. The effect of c: 
ital investments in these allied branches must al 
be taken into account. 

The range of allied branches should be limited 
and consideration should be given only to the im- 
mediate ones which ensure the project with conti 
uously renewed elements of working capital and 
require substantial capital investments. ; 

In ascertaining the economic effectiveness of ¢ 
ital investments in a production project, account 
should also be taken of the outlays for ee 
decreasing working capital. 

Capital investments are made with the object ¢ 

¥ 
* In determining the effectiveness of capital in- 
vestments for production purposes the outlays 
the building of houses, public utilities and eh 
and service establishments are not included; th 
are calculated pepe ee 


JL. II, NO. 6 


_— = inne cae amas esac amceastgpe aera 13 


panding social production to the utmost, and 
erefore their economic effectiveness is measured 
the annual increase in the net product achieved 
their basis. The index of economic effectiveness 
the entire sum of capital investments in the na- 
mal economy is the coefficient of general (abso- 
e) effectiveness which represents the relation of 
e increase in the net product (the value of the 
oduct minus material expenses) to the capital in- 
stments, of which it is a result. In calculating 
2 effectiveness of capital investments for previ- 
S years data on the increase in the net product 
e€ compared with the commissioned capital in- 
stments which brought about this increase. 
Besides the coefficient of general (absolute) ef- 
ctiveness of capital investments, to determine 
e effectiveness of capital investments in enter- 
ises it is possible to employ a coefficient derived 
using the index of profitability (Ep) employed in 
st accounting at enterprises. This is deter- 
ined by the relation of the difference between the 
nual output of an enterprise in wholesale prices 
f the enterprise) and its production costs to total 
pital investments, according to the formula: 
P-C 
Ep = “5 
lere P is the annual output given in wholesale 
prices (of the enterprise); 

C is the cost of production of the annual out- 
put; 

I is the total sum of capital investments 
(taking into account the change in working 
capital). 

Example: Capital investments in the construc- 
n of a plant (I) are fixed at 400 million rubles. 

ie annual output of the plant in wholesale prices 
) is 600 million rubles, while the cost of produc- 
nm (C) is 520 million rubles. The coefficient (Ep) 
this case will be: 


Ep = 400 
To plan capital investments in branches which 
oc interchangeable goods, to choose variants 
investments in separate enterprises, to settle 
estions of the distribution of industry, to work 
measures for introducing new technology, etc., 
s necessary to find solutions of economic prob- 
ms that would lead to the maximum growth in the 
oductivity of social labor. In all these cases the 
n is to establish the comparative economic ef- 
tiveness of the different designing and planning 
-iants in relation to each other and to the exist- 
enterprises, with the best indices of effective- 
3s of capital investments for the assigned vol- 
\e of output. 


The comparative effectiveness of capital invest- 
ments is determined by comparing production costs, 
capital investments per unit of output and the peri- 
od of recoupment of the capital investments. This 
period is established by comparing the additional 
capital investments (i.e., the difference in the var- 
iants) and the savings in production costs. 

In cases when a variant assures both lower pro- 
duction costs and a saving in capital investments, 
the question of the period of recoupment of the 
additional capital investments naturally does not 
arise. 

In such cases it is necessary to take into account 
the duration of construction and the period re- 
quired for putting the project into operation. 

In determining the effectiveness of capital invest- 
ments in units of a non-productive character the 
main index of economic effectiveness is the amount 
of capital invested per unit of output, with due re- 
gard for the need to satisfy the constantly growing 
requirements of society. 

Besides the main value indices of the effective- 
ness of capital investments, in choosing the most 
advantageous variants it is also necessary to em- 
ploy indices in kind, such as those which charac- 
terize the productivity of labor (output per worker), 
expenditure of fuel, power, raw materials, supplies, 
the utilization of equipment and production floor 
space, the employment of advanced building designs, 
etc. 

A system of additional technical and economic 
indices applicable to specific branches should be 
outlined in the methodological rules for separate 
branches. 

In calculating comparative economic effective- 
ness in order to choose the most rational variants 
of capital investments, it is necessary to compare 
the derived coefficients of effectiveness and the pe- 
riods of recoupment of the capital investments with 
the normative indices which are differentiated by 
branches of the national economy and should be 
given in the methodological rules for separate 
branches. 

Normative coefficients of comparative effective- 
ness, differentiated by branches, should take into 
account the structure of assets and the distinctive 
features of the given branches, the rates of techni- 
cal progress in them and the attained level of ad- 
vanced foreign technology. At present normative 
coefficients by branches should be established at 
not less than 0.15-0.3, which is equivalent to pe- 
riods of recoupment of not more than 3 to 7 years. 
For some branches (transport, power) longer nor- 
mative periods of recoupment may be set, but these 
must not be more than 10 years (a normative coef- 
ficient of effectiveness of not less than 0.1). 
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The establishment of normative indices of eco- 
nomic effectiveness of capital investments in the 
form of coefficients of periods of recoupment does 
not mean that all projects which yield a smaller ef- 
fectiveness may be accepted on other grounds, spe- 
cifically, considerations of labor protection and 
improvement of working conditions. 

The period of recoupment, or coefficient of com- 
parative effectiveness of capital investments, is 
determined by comparing the variants of planned 
and existing enterprises, the types of new technol- 
ogy, or the planned variants with one another ac- 
cording to the formulas: 


Sines Co-Cy_1_ 
apse ap bo Tes 


where Ij and Ig are capital investments in the vari- 

ants being compared; 

Cy and Co are the production costs of the an- 
nual output in these variants; 

T is the period of recoupment of the addi- 
tional capital investments; 

E is the coefficient of comparative effective- 
ness. 

Example: Two variants of a design for the build- 
ing of a new machine shop are submitted. In the 
first variant capital investments are fixed at 25,- 
000,000 rubles with a cost of production of the an- 
nual output of 35,000,000 rubles. The second vari- 
ant calls for the use of automatic production lines, 
which raises the sum of capital investments to 
30,000,000 rubles; but the cost of production of the 
same annual output will be 33,000,000 rubles. 

The period of recoupment of the additional capi- 
tal investments under the second variant as com- 
pared with the first will be: 

30,000 - 25,000 5,000 2.5 
35,000 - 33,000 ~ 2,000 ~ 2"> Years, 
or a coefficient of comparative effectiveness of 
x 
357 0.4. 

Comparing this coefficient of 0.4 with the norma- 
tive coefficient established for this branch (0.2), 
we find that the second variant is economically 
more effective than the first. 

- In comparing variants with different volumes of 
output, the sum of capital investments and the pro- 
duction costs of the annual output should be ad- 
justed for a comparable volume of output. 

In comparing several variants (more than two), 
the number and complexity of the calculations in- 
creases. In such cases it is advisable to employ 
the following formulas, in which the best variant 
will be determined by the smallest sum of 
outlays: 


effect which can be obtained in the given branck 
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Ij + To x Cy = minimum, or Cj + Ex ly 
= minimum, 


where I is the capital investment in each variant; 
C is the cost of production of the annual ou 
put for the same variant; 
To is the normative period of recoupment 1 
the given branch; 
E is the normative coefficient of effective- 
ness for the given branch. 

Example: Three variants of a technological pro 
ess of manufacturing parts are submitted with the 
following indices of capital investments (I) and an 
nual production costs (C): 

Variant 1 — Ij = 1,000,000 rubles; Cy =1,200,00 


rubles; 

Variant 2 — Ip= 1,100,000 rubles; Co =1,150,0C 
rubles; 

Variant 3 — I3=1,400,000 rubles; C3 =1,050,00 
rubles; 


In this branch of industry the normative recoup 
ment period is five years, or the normative coeffi: 
cient of comparative effectiveness is 0.2. 

To pick the best variant the following calcula- 
tions are made (in thousand rubles): 
variant 1: 

1,000 +(5 x 1,200) = 7,000, or 1,200 + (0.2 x 1,0 

1,400 
variant 2: 
1,100 +(5 x 1,150) = 6,850, or 1,150 + (0.2 x 1,1 
ope iil pers 
variant 3: 
1,400 + (5x 1,050) = 6,650, or 1,050+ (0.2x1 400): 
1,330 

The third variant is the best because it gives ¥ 
smallest outlays. 

In comparing variants, if they differ according 
the duration of construction, account should be 
taken of the economic result of shortening or len; 
ening the period of building and commissioning. 
This economic result is reckoned on the basis of 
the average effect. which can be obtained in the gi 
en branch if the capital investments are employy 
productively. 

If in the submitted variants the capital invest- 
ments are scheduled for different times, the vari 
ants should be compared by converting the expen 
of later years to current expenses, dividing them 
a coefficient which takes into account the average 


the productive use of the capital investments. — 
Coefficient (Ip), which takes into account th 

average effect that can be obtained in the given — 

branch by the productive use of capital investm 


is determined according to the compound intere 
formula: 
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Ipr = (1 + E)t, 


here E is the normative coefficient of effective- 
ness in the given branch; 

T is the period of time in years. 
In cases in which the change in the period of con- 
ruction or the difference in time of the capital in- 
sstments is only a few years, coefficient I r can 
> determined according to the formula for simple 
terest: I, =1+ ET. 
Example: “The sum of capital investments in 
lilding a two- -way bridge is given at 20 million 
oles in one variant. The other variant calls for 
lilding the bridge in two stages with capital invest- 
ents of 15 million rubles in the first stage and of 
million in the second stage, but three years later, 
total of 22 million rubles, or 2 million more than 
the first variant. 
In comparing the two variants, the investments 
the second stage should be converted to current 
penses, dividing them by the coefficient Ipr- The 
mative coefficient of effectiveness in the given 
anch (E) is 0.15. 
Coefficient Ipy in this case will be: 
according to ne compound interest formula 

(1 + 0. 15)3 = 1.52; 
according to the simple interest formula 

1 + (0.15 x 3) = 1.45. 
By dividing the capital investments in the second 
age — 7 million rubles — by the coefficient for 
mmpound interest (1.52) we establish that when 
duced to current outlays they amount to: 7 mil- 
mn rubles: 1.52 = 4.6 million rubles. 
Thus, the sum of investments under the second 
riant will be 15 million +4.6 million = 19.6 mil- 
yn rubles, or 0.4 million rubles less than under 
e first variant. 


Distinctive Features of Determining the 
Economic Effectiveness of New Technology 


The decisions of the June Plenary Meeting of the 
»ntral Committee of the CPSU pointed out that in 
veloping and introducing new technological proc- 
ses, machines, equipment and building elements 
is necessary to proceed in the first place from 

2 premise that they must meet the requirements 
the most rational and economical use of social 
oor and material and money resources, ensure 
increase in output, improve the quality and re- 
ce the production costs of output, raise labor 
oductivity, ease working conditions and make 

2m more healthful, facilitate the observance of 
fety rules, expedite construction and reduce its 
st, and cut the period of recoupment of capital invest- 
ants as compared with the best achievements of 
viet and foreign science and technology. 
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The introduction of new technology encompasses 
the following technical measures which are de- 
signed to surpass, in their technical and economic 
indices, the technology already being applied in the 
Soviet Union and in other countries, namely: 

a) development of new models and improvement 
of the designs of machinery, equipment and instru- 
ments which are already being produced and ap- 
plied; 

b) modernization of equipment in operation; 

c) development of new types of materials, fuel 
and power; 

d) improvement of the physical, chemical, and 
other properties of output and the assortment of 
output; 

e) unification and standardization of models, 
sections and parts; 

f) development of improved types of buildings 
and installations; 

g) new technological processes, mechanization 
and automations of jobs and processes, advanced 
methods of organization of production, specializa- 
tion and cooperation of production. 

All measures for the introduction of new tech- 
nology should be compared with the best analogous 
models of foreign technology. Inasmuch as the use 
of foreign currency exchange rates does not yield 
proper price relationships, these relationships 
must be analyzed. 

The economic effectiveness of the introducticn 
of new technology is determined with the help of 
the above-mentioned value and natural indices of 
the comparative economic effectiveness of capital 
investments. 

The economic effectiveness of developing new or 
improving the existing models of machinery, equip- 
ment and other production instruments is realized 
in the places where they are applied or operated 
and is determined by the reduction in production 
costs or the cost of the jobs performed with the aid 
of these instruments of production. 

If the cost of manufacturing these instruments of 
production is cut, it is necessary to take into ac- 
count the resulting effect both on the manufacture 
and on the operation of these instruments, that is, 
the effect on their users. 

If the cost of the instruments increases, it should | 
be regarded as involving additional capital invest- 
ments for the users and compared with the reduc- 
tion in their current expenses. 

In determining the economic effectiveness of 
measures for the introduction of new technology the 
following two questions must be answered. 

1) to what extent is the given measure techni- 
cally and economically advanced and should it be 
introduced; 
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2) what is the magnitude of the effect which the 
national economy will receive from the application 
of this measure under certain concrete conditions. 

For an answer to the first question the starting 
point for comparison should be the best technology 
already designed and approved, and also the best 
Soviet and foreign technology which is already in 
operation. 

To obtain an answer to the second question, the 
economic effectiveness of projects accepted for 
introduction should be determined by a comparison 
with the performance indices of the technology tobe 
replaced. If the development, introduction and 
mastery of the new technology is to take several 
years, itis necessary to adjust all the economic in- 
dices of the base year, taking into account their 
changes up to the time the new technology is intro- 
duced. To make the indices of a project and of 
existing technology comparable in case of a change 
in the volume of production, corrections should be 
introduced in the latter indices, taking into account 
the change in the fixed assets and production costs 
caused by the change in the volume of output. 

Measures for the introduction of new technology 
and especially mechanization and automation meas- 
ures are carried out comprehensively as a rule 
with a resultant expansion of production, changes 
in the goods produced and their quality, more thor- 
ough specialization and cooperation, etc. That is 
why, together with establishing the economic effec- 
tiveness of the entire range of measures, it is nec- 
essary to make a differentiated analysis of the eco- 
nomic effectiveness of each measure on the basis 
of instructions given in the methodological rules for 
various branches. 

In determining the economic effectiveness of in- 
troducing new types of products or new technologi- 
cal processes on the scale of entire shops (or other 
large departments), it is necessary to make com- 
parisons of the full cost of production, including all 
its components. When introducing measures for the 
improvement of technological processes at separate 
sections of production, the change in production 
costs should be determined only for the expense 
items affected by the new measure, whether a re- 
duction or increase in costs is involved. 

Proceeding from the basic task -- to steadily 
raise the productivity of social labor — calculations 
of the reduction in production costs in new designs 
should take into account not only the saving in liy- 
ing labor, but also the saving in materialized labor, 

which is acquiring ever greater significance as the 
technical level of production rises. 

This is particularly important in determining the 
effectiveness of mechanization and automation in- 
volving a reduction in the number of employed 
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workers (living labor) by introducing mechanizati 
and automation devices (materialized labor). 

To ascertain the saving in living labor, the pro 
jected labor outlays per unit of output should be 
compared with the actual labor outlays under the 
existing technological process. If the project cal. 
for an expansion of the production program, the i 
dices of labor outlays per unit of output in the 
existing production process should be adjusted fo: 
the planned volume of production. Similarly, thes 
indices should be adjusted if existing production 
processes have been mastered. Calculation of 
wages in production should be made on the basis « 
basic wage rates with due account for the additior 
earnings of piece workers. 

The savings on basic materials and purchased 
items are determined by comparing the projected 
quotas with the expenditure quotas at existing ente 
prises or with the actual outlays if they are below 
the quotas. Materials are calculated according tc 
present price lists. Transport and procurement ¢ 
penses of enterprises should be reckoned inamou 
which are actually spent for various materials. 

If there are changes in the volume of freight 
transportation the savings (or increased cost) 
should be established on the basis of existing frei 
rates. 

In cases when the project provides for substan. 
tial changes in the outlays for various materials 
and articles or for power and transportation, the 
prices and rates of which include the turnover ta: 
or higher accumulations, the saving should be est 
lished on the basis of the production costs of thes 
materials, articles and power, and the cost of tre 
portation plus the average rate of accumulation il 
the given branch. 

Changes in overhead costs should be calculatec 
not proportionately to the basic production wages 
(or direct costs in construction) but for individua 
items. 

If the volume of production is increased as ar 
sult of the introduction of new technical measure 
the relative saving on the constant part of overhe 
costs is determined. If there is a substantial in- 
crease in output the relative saving is determine 
by comparing the projected estimated overhead — 
costs. 

The annual saving on current expenses in appli 
ing a technical measure should be deter mined fo 
the project on the basis of the contemplated prod 
tion costs and the volume of output envisaged in| 
plan. In determining the actual annual saving aft 
the introduction of the measure, the annual averé 
for a number of years after the measure is ing PO 
duced should be established. - 

The economic effectiveness of new technology 
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ould be determined at all stages of designing and 
troduction. At the stages before and during de- 
gning it should be calculated in order toascertain 
what extent the planned new technology is ad- 
mced and efficient. For that reason it should be 
mmpared with the best available technology. Atthe 
e-deSigning stage calculations should be made to 
termine the expediency of designing the newtech- 
logy. 

In evaluating equipment already being manufac- 
red, the outlays should be established on the basis 
the price lists. Evaluation of equipment not yet 
‘oduced should be made on the basis of the plant’s 
timated cost of production, taking into account the 
antity (extent of serial production) in which the 
‘its are to be produced and the rate of accumula- 
yn. To avoid an excessively high evaluation of 
uipment produced in single units, the estimate 
ould be made on the basis of existing prototypes 
equipment, with adjustments for complexity, 
sight, quantities in which they are produced, etc. 
Initial outlays for research and designing work 

d also above-quota outlays for the assembly and 
tting up of new models of equipment which can be 
ed for designing other projects should not be in- 
uded in capital investments when determining ef- 
ctiveness. The cost of designing and experimen- 
l work which pertains directly to the given proj- 
t should be added to the sum of capital invest- 
ents. 

In introducing new technology at an existing enter- 
ise it is necessary to settle the question of the 
sed assets which are not utilized in the project in- 
lving the new technology. If these assets (equip- 
ent, etc.) can be efficiently utilized at other sec- 
ys of production, the replacement of the old 
ehnology by the new will not result in any loss. If 
rt of the fixed assets will have to be scrapped or 
eir further use is problematical, that part oftheir 
iginal cost which has not yet been covered by de- 
eciation should be covered by the saving from the 
troduction of the new technology and, consequently, 
ould be added to the sum of additional capital in- 
stments. 

These methodologicalrules are also designed to 
tablish the economic effect on the basis of which 
ids are allotted to an enterprise in accordance 

th the “Regulations on premiums to workers in 
lustry, construction, transport, communications, 
ate enterprises in agriculture, scientific re- 
arch, designing, technological, surveying and 

alo gical prospecting organizations for the 
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development, production and application of new tech- 
nology and new technological processes and also for 
the over-all mechanization and automation of pro- 
duction.” 

In this connection the calculation of the economic 
effect should be made as follows: 

a) in cases when premiums are to be given for 
technical measures not involving capital invest- 
ments or a change in the volume of fixed assets, 
the economic effect of the measure is determined 
by the reduction in the production costs of the an- 
nual output, or in the cost of the annual volume of 
building, transport or other work performed; 

b) in cases when the premium is to be given for 
a technical measure requiring additional capital in- 
vestments or a change in the magnitude of fixed 
assets, this should be taken into account in deter- 
mining the total economic effect. For this purpose 
it is necessary to utilize the method of determining 
the expenses incurred according to the formula C 
+ EI indicated in the present methodological rules. 
The figure obtained should be compared with the 
analogous figure of the other variant. The differ- 
ence in expenses between the variants constitutes 
the sum of the economic effect, and is the basis for 
calculating the amount of the premiums. The cal- 
culation is made the same way if the contemplated 
variant calls for smaller capital investments. 

Example: In the existing production process the 
fixed assets of the section amount to 1,000,000 ru- 
bles and the production costs of the annual output 
are 2,000,000 rubles. 

The new proposal calls for automating the sec- 
tion. The fixed assets will increase to 1,500,000 
rubles and the production costs of the annual output 
will be cut to 1,750,000 rubles. 

The normative coefficient of economic effective- 
ness in the given branch is 0.2. The economic ef- 
fect of the new proposal is determined as follows: 

existing process — 2,000,000 + (0.2 x 1,000,000) = 
2,200,000; 

new process — 1,750,000 + (0.2 x 1,500,000) = 
2,050,000; 

the economic effect is 150,000 rubles. 


The new standard methodological rules should be 


taken by research and designing organizations, on 
instructions of the USSR Academy of Sciences, the 
State Planning Committee of the USSR, ministries 
and departments, as the basis for working out 
methodological rules for various branches, rules 
for determining the economic effectiveness of 
mechanization, automation, etc. 
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E. TORGONENKO: 


Sotsialisticheskii Trud, No. 4, 196 


The Transition to a Seven-Hour Working Day and the 


Adjustment of Wages in Construction 


The chief role in the solution of the immense 
tasks envisaged by the Seven-Year Plan of national 
economic development in the sphere of capital con- 
struction is assigned to the further growth of labor 
productivity. This will be achieved by increasing 
the level of industrialization and mechanization of 
construction, improving the technology of produc- 
tion and the organization of labor and wages. 

The existing seven-category wage scale in con- 
struction, with the ratio of the highest to the low- 
est wage rates set at 1:2.8, no longer corresponds 
to the requirements of modern production and the 
level of the workers’ skills. 

The assignment of building trades workers to 
the first two categories of the wage scale in con- 
formity with the Uniform Wage Scale and Job Class- 
ification Manual has been practically abandoned. 
Moreover, in construction today there are two wage 
rates for the first category of the scale, differing 
by 14%. These rates were set for construction proj- 
ects of the first and second groups depending on 
the department to which they were attached. The 
labor of workers engaged in capital repairs is paid 
according to the norms and rates fixed as long ago 
as 1940-1944, i.e., lower than on construction sites 
in the second group. Apart from this, the progres- 
sive piece-rate system does not apply to this cate- 
gory Of workers. All this has led to a marked 
difference in remuneration for workers performing 
the same job. The low level of wage rates and the 
existing wage scales do not sufficiently stimulate a 
rise in labor productivity. 

Remuneration of managerial and engineering- 
technical personnel and employees engaged in con- 
struction and capital repairs is based on standard- 
type schemes of occupational rates ratified in 
different periods by various ministries and depart- 
ments. Often enough the numerous schemes of 
occupational rates now being used do not corre- 
spondtothe volume of work performed by a building 
organization. 
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All departmental building and assembly organi- 
zations are divided into two groups -- general con 
struction and specialized construction. The uni- 
form indices for remunerating the labor of the 
managerial and engineering-technical personnela 
employees of specialized organizations were set 
20 to 40% below those fixed for general construc- 
tion organizations. Thus, the administrative and 
engineering-technical personnel of a trust perfor! 
ing labor-consuming finishing operations receive 
the Same remuneration as the personnel of a trus 
engaged in steel assembly operations and doing th 
same volume of work. In the Central Gas Supply 
Department system the occupational rates for the 
administrative and engineering-technical personr 
of building organizations are fixed independently | 
the volume of work done. For instance, the salar 
rates of the manager and chief engineer of Buildi 
Trust No. 5 in Rostov-on-the-Don, with an annual 
volume of work reaching 140 million rubles, amo 
to 2,500-2,700 rubles a month. Similar rates are 
fixed for the manager and chief engineer of Build 
ing and Assembly Trust No. 2 in Astrakhan, with: 
annual volume of work amounting to 43 million 
rubles. 

According to the scheme of occupational rates 
operative in the Ministry of Power Station Const1 
tion the managerial and engineering-technical pe: 
sonnel employed at various building projects are 
classed within a “special category” which actuall 
includes building trusts with a volume of work 
ranging from 30 to 300 million rubles a year. _ 

These shortcomings in the pay of managerial ¢ 
engineering-technical personnel have hindered th 
merging of numerous small building organizatior 
and prevented the further specialization of const 
tion. As a result of this nearly 25% of all buildi 
and assembly organizations operating today have 
an annual volume of work which does not excee 
million rubles. With the present level of techni 
equipment these organizations employ from 70 
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0 workers and from 10 to 15 administrative work- 
Ss and technicians. 

In conformity with the decision of the Central 
ymmittee of the CPSU, the Council of Ministers of 
e USSR and the All-Union Central Council of Trade 
lions On completing the transition to the seven- 

d six-hour day and adjusting the wages of work- 

S and employees in all branches of the Soviet na- 
mal economy, it is planned to complete the trans- 
r of all construction workers to a shorter work day 
d a new wage scale in 1960. Beginning with the 
cond quarter of 1960 this transition will go into 
fect first of all for building workers employed in 

e North, the Far East, Siberia, the Urals and the 
izZakh SSR. In the rest of the country the transi- 
yn to the Seven-hour day will begin in the fourth 
arter of 1960. 

In adjusting wages it is planned above all to 


create the necessary conditions for a correct or- 
ganization of the wage system, to increase the rela- 
tive importance of basic wage rates in total earn- 
ings, to further increase the wages of the lower- 
paid workers and employees and to lessen the gap 
between the higher and lower paid categories. 

An important factor in the solution of these tasks 
is the introduction of a new uniform wage scale and 
wage rates making it possible to apply technically 
substantiated output quotas on a broad scale and to 
establish proper relationships in the pay of work- 
ers in various professions and skills. A uniform 
six-category wage scale with the ratio between the 
highest and the lowest rates equal to 1:2 and the 
following hourly basic rates will be fixed for work- 
ers employed in construction and building-repair 
operations: 

FORK 


Wage Categories 


Basic wage rates 
(rubles) 


These wage rates are being introduced both for 
2ce and time-rated workers performing all types 
building operations. The new wage scale con- 
jerably narrows the gap now existing between the 
wes of the higher- and lower-paid categories of 
rkers. It is intended to increase the relative im- 
rtance of basic wage rates in the total earnings 
piece workers to 80% and simultaneously to 

ise the output quotas by an average of 20%, in- 
iding a 13.8% rise in the uniform output quotas. 
Higher basic wage rates will make it possible to 
without the economically ineffective progressive 
>ce-rate system which was formerly applied on a 
de scale. Direct piece rates will become the ba- 
system of labor remuneration. 

To stimulate the workers’ material interest in 
reasing labor productivity, improving the qual- 
of output, reducing construction periods and 
yering the cost of building and assembly opera- 
is, bonuses of 0.5 to 1% of total piece work earn- 
Ss ae provided for each per cent reduction of the 
ndard time norm. Piece work assignments can 
fixed both for the complex and specialized build- 
‘teams, links, and for individual workers employed 
the most important projects and operations. The 
tof these projects and operations is approved by 
chief of the building and assembly organization. 

ae 
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The complex teams as well as teams paid by the 
finished job will be issued bonuses for the econo- 
mies of building materials relative to expenditure 
norms and for the good maintenance and careful 
use of prefabricated parts and units. Up to 40% of 
the sum resulting from the economies of materials 
and up to 0.2% of the value of the assembled parts 
and units in the prices used in building estimates 
can be allotted for this purpose. 

The time-rated workers are to receive bonuses 
for high-quality and timely fulfillment of their as- 
signments on condition that the monthly plan of 
building and assembly operations is carried out by 
the foreman or superintendent sections. For in- 
stance, the operators of machines and mechanisms 
will receive bonuses amounting up to 25% of their 
basic wage rates if they ensure uninterrupted serv- 
icing of production sectors without any avoidable 
accidents or stoppages. The mechanics engaged in 
repairing and servicing of machines and mecha- _— 
nisms will be issued bonuses amounting up to 20% 
of their basic wage rates if they ensure uninter- 
rupted servicing of production sectors without any 
avoidable accidents. 

The new bonus system can be introduced only in 
those sectors in which proper accounting of produc- 
tion indices entitling workers to additional 
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remuneration is established. The size of the bo- 
nuses is fixed by the head of the building organiza- 
tion jointly with the trade union committee. The 
heads of building organizations have the right to 
deprive individual workers of bonuses altogether or 
reduce their size for certain acts of negligence 
(careless attitude to materials, violation of techni- 
cal rules, unsatisfactory utilization of machines 
and mechanisms, absenteeism, etc.). However, the 
workers can be deprived of bonuses only for the pe- 
riod during which acts of negligence or absenteeism 
took place. This is recorded by issuing a special 
order signed by the head of a building organization 
and indicating the reasons for withdrawing or reduc- 
ing the bonuses. 

Apart from this both piece- and time-rated work- 
ers are entitled to bonuses for the commissioning 
of major projects within the stipulated time or 
ahead of schedule. For this purpose 60% of the to- 


tal amount of bonuses ‘are allocated to the best work- 


ers, withthe size of the bonus paid to the worker in 
the given month not exceeding 75% of his basic wage 
rate. The total amount of monthly bonuses paid to 
workers cannot exceed 40% of the wages earned by 
piece workers or the basic wage rates of time- 
rated workers. 

Team leaders performing the job of a worker in 
capital construction now receive additional remu- 
neration amounting to 3% of the total wages earned 
by the team (not counting progressive piece rates 
and bonuses), but not more than 500 rubles a month. 
This system of additional remuneration does not 
extend to the team leaders in charge of repair op- 
erations, which puts them at a disadvantage. Inthe 
process of carrying out wage adjustment measures 
this inequality will be eliminated. All team lead- 
ers performing the job of workers whose teams com - 
prise not less than 10 men in general construction 
and complex operations and not less than 6 men in 
special-type and assembly operations will re- 
ceive additional remuneration amounting to 2% of 
team earnings (excluding bonuses), but not more 
than 400 rubles a,month. To stimulate a further 
rise in labor productivity this additional remunera- 
tion will be issued only if the entire team fulfills 
the average monthly output quotas. 

The adjustment of wages in construction will be 
accompanied by the introduction of a new wage scale 
and job classification manual which will take due 
account of the latest achievements in engineering, 
production technology and labor organization. The 
new manual provides a detailed classification of 
construction jobs and workers beginning with the 
first wage category. 

The construction of projects extending over large 
areas (trunk, electrification and communication 
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lines, etc.) requires a constant shifting of worker: 
and engineering-technical personnel. This in- 
volves additional expenses on their part. In some 
of the departments these expenses were partially 
compensated by paying the personnel of building 
organizations from 20 to 35% of their piece work 
earnings or basic wage rates (salary rates), while 
in some cases there was no compensation at all. 
With the adjustment of wages there will be a uni- 
form procedure for compensating such expenses t 
paying the workers, engineering-technical person. 
nel and employees 40% of their basic wage rates 
(salary rates) in the areas of the Far North and 
comparable localities, and 30% in the other parts 
of the country, but not more than 26 rubles a day. 

Substantial changes are being introduced in the 
system of remunerating managerial and engineer- 
ing-technical personnel and employees. A uniforr 
schedule of occupational rates is provided for mai 
agerial personnel. All building organizations will 
be divided into four groups. as regards the remu- 
neration of managerialand engineering-technical 
personnel. Each building organization will be 
classified in a definite group depending on the an- 
nual volume of building and assembly operations 
(in money terms) as well as on the complexity of 
those operations and the amount of labor required 
for their fulfillment. 

The following groups are established for all 
building and assembly organizations (specialized 
and building-repair organizations) depending on 
the volume of work specified in the annual plan (ii 
millions of rubles in current building-estimate 
prices; see table on the following page). 

In the case of general-construction trusts and 
departments the basis for assigning them to a 
group for purposes of remunerating managerial 
and engineering-technical personnel is deter mine 
by the annual plan of building and assembly opera 
tions (according to the general contract); in the 
case of mechanization trusts and departments, by 
the annual machinery -operation plan (in money — 
terms) and the plan of building and assembly worl 
carried out by their own labor force; and in the i 
case of the other subcontracting organizations, — 
by the annual plan of building, assembly and repa 
operations carried out by their own labor force. - 
view of the fact that individual building organiza- 
tions perform operations which differ widely in — 
complexity and labor requirements, it is advisabl 
to apply correction factors to their annual volumé 
of work. Thus, for organizations engaged in assé 
bly operations on trunk oil-and-gas pipelines, — 
where labor requirements are considerably lowe! 
than in general-construction operations, the corr 
tion factor is 0.85, while inthe case of organizatio 
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Trusts, building departments 
(with the rights of trusts) 
and Similar-type organiza- 


tions 

Building (including special- 
ized), building-assembly, 
assembly, mechanical 
repair.,,adjustment, construc- 
tion mechanization depart- 
ments and other similar- 
type organizations 


rforming labor-consuming and technically com- 
ex jobs of assembling automation facilities the 
rection factor is fixed at 1.5. With the introduc- 
on of this classification system the managerial 
id engineering-technical personnel performing the 
ost arduous or complex types of operations will 
: placed in an advantageous position as regards 
eir wages. For example, the trust in charge of 
2lding and assembly operations on trunk oil-and- 
iS pipelines, whose annual volume of workamounts 
130 million rubles, will be placed in Group III 
30 x 0.85 = 110.5 million rubles) as regards the 
mmuneration of managerial and engineering-techni- 
1 personnel, whereas the trust engaged in assem- 
ing automation facilities and having the same 
nual volume of work will be placed in Group II 
30 x 1.5 = 195 million rubles). 
The correction factors for individual types of 
erations will be applied to the total volume of 
ilding and assembly operations only in cases 
1en basic operations account for not less than 
% of the organization’s annual plan. For exam- 
e, the trust for the assembly of technological 
uipment has an annual plan of work amounting to 
million rubles, including 19 million rubles for 
2 installation of equipment and 3 million rubles 
r the assembly of steel parts and units. The ba- 
> type of operation for this trust is mechanical- 
sembly work, which accounts for more than 75% 
the over-all plan. In this case the correction 
stor is applied to the total volume of work: 22 
1.15 = 25.3 million rubles. In accordance with 
2se indices the trust belongs in Group II. 
Building-repair organizations, as a rule, are 
nultaneously engaged in new construction. This 
ecific feature explains why a special procedure 
- applying correction factors has been established 
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Over 120 
to 200 


Over 70 
to 120 


From 50 
to 70 


From 10 
to 15 


for them. The 1.5 correction factor will be applied 
in these organizations only to the volume of build- 
ing-repair operations, irrespective of their per- 
centage in the annual plan. For example, the plan 
of a building-repair trust amounts to 20 million 
rubles, of which 12 million rubles are accounted 
for by capital repairs and 8 million rubles by new 
construction. This trust will be placed in Group II 
on the basis of the following indices: (12 x 1.5) + 

8 = 26 million rubles. 

Building-assembly and building-repair depart- 
ments as well as other similar-type organizations 
with an annual volume of building and assembly 
operations below the indices specified for Group IV, 
but not less than 8 billion rubles, will be set up 
only as exceptions. The managerial and engineer- 
ing-technical personnel in these organizations will 
be paid at the level of rates provided for Group IV. 
Individual building projects or construction areas 
with an annual volume of work below 8 million ru- 
bles, but not less than 4 million rubles, can set up 
cost-accounting sections in charge of superintend- 
ents or senior building foremen, with the number 
of administrative- managerial personnel not exceed- 
ing 5 persons. 

With the introduction of the new pay system, only 
the salary rates of the leading managerial person- 
nel (managers, chief engineers and department 
heads of trusts and organizations) will be fixed ac- 
cording to the group classification of the given or- 
ganization. 

The engineering-technical personnel (Senior 
engineers, engineers, senior economists, econo- 
mists and technicians) and the office workers of 
building-assembly and building-repair organiza- 
tions will be paid in accordance with a uniform 
salary scale, irrespective of the group 
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classification of their organization. This will con- 
siderably reduce the gap now existing between the 
wages of the lower- and higher-paid categories. 

A uniform schedule of salary rates irrespective 
of the group classification of a building-assembly 
or building-repair organization is also being intro- 
duced for field engineering-technical personnel 
(senior foremen, superintendents, foremen, section 
mechanics). 
technical personnel are directly in charge of con- 
struction operations and it is primarily on them 
that labor and production organization depends, 
their wages will directly depend on the fulfillment 
of the program of building and assembly work. If 
the monthly plan is not fulfilled the salaries paid to 
field engineering-technical personnel will be pro- 
portional to the percentage of plan fulfillment, but 
not less than 90%. 

The new pay system will likewise be extended to 


field engineering-technical personnel in capital con- 


struction departments and organizations which con- 


duct building operations on the cost-accounting prin- 
ciple. At the present time Special zonal coefficients 


are applied to the wage and salary rates of workers 
and field engineering-technical personnel engaged 

in capital construction, depending on the geographi- 
cal location of construction projects. However, this 


procedure does not extend to the managerial person- 


nel of building organizations. Hence, under the 


present system of occupational rates civil engineers 


working in Moscow and in Omsk are paid at the 
same rates. 

With a view to unifying the wage system for work- 
ers, engineering-technical personnel and employ- 
ees (irrespective of the character of work), uniform 
zonal coefficients will be applied to the wages of all 
personnel, i.e., to their total piece or time-work 
earnings with due account of bonuses and additional 
payments for working hours, except extra payments 
for work in the Far North and similar localities in 
all economic areas. If monthly earnings exceed 
3,000 rubles the zonal coefficient is applied only to 
3,000 rubles. Uniform rules will be established for 
raising zonal coefficients for the personnel of or- 
ganizations engaged on construction projects in al- 
pine areas as well as in the desert and arid zones. 

With the introduction of the seven-hour day and 
the new pay system in building-assembly and build- 
ing-repair organizations, the payment of long- 
service bonuses and all kinds of additional remu- 
neration established for individual construction proj - 
ects will cease. 

The new pay system in construction does not 
cover workers, employees, managerial and engi- 
neering-technical personnel employed in industrial 
enterprises, power stations, lumbering and rafting, 


Considering that the field engineering- 
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rail, water and motor transport, municipal econ- 
omy, trade and public-catering establishments and 
children’s institutions encompassed in building- 
assembly and building-repair organizations. New 
pay systems inthese enterprises, organizations and 
institutions will be introduced in accordance with tf 
schedules and procedures envisaged for the respec 
tive branches. 

The introduction of the seven-hour day and the 
new pay system in the construction industry is 
greatly facilitated by the availability of the Uniforr 
Wage Scale and Job Classification Manual and the 
unification of output quotas and piece rates. How- 
ever, this does not obviate the need for a great dea 
of preliminary and explanatory work. The transi- 
tion to the seven-hour day and the new pay system 
in construction will require the further extension ¢ 
over-all mechanization, the extensive application ¢ 
prefabricated parts and mechanized, conveyer as- 
sembly of buildings from large prefabricated ele- 
ments and units. This will make for higher labor 
productivity and a greater volume of production. 
Each building organization must work out concrete 
plans of organizational and technical measures en: 
suring the transfer of workers toa shorter work da‘ 
without any reduction in labor productivity. Apart 
from the personnel involved in setting wages and 
output quotas, the entire personnel of building or- 
ganizations must be enlisted in the work of elabo- 
rating these plans. Particular attention ahould be 
devoted to measures designed to reduce intra-shif 
stoppages and losses of working time, introducing 
advanced labor methods and production technology 
lowering the number of auxiliary and subsidiary 
workers, etc. The time-study data show that intra 
shift losses in construction still amount to 15 to 
18%. 

It is necessary to set up job classification com- 
missions comprising people with a good knowledge 
of production, outstanding workers and representa 
tives of trade union and Party organizations. Job 
classification must not be reduced to the mechani- 
cal process of transferring workers from a highet 
wage category in the old seven-category scale to 
lower one in the new six-category wage scale. Th 
job classification commission must examine and : 
carefully consider the wage category assigned to 
each individual worker and, when necessary, enab 
each worker to take a special qualification test in 
strict conformity with the production characteris: 
tics contained in the Wage Scale and Job Classific 
tion Manual for the corresponding profession and 
skill. ‘ 

The heads of building organizations as well as 
Party and trade union organizations must ensure 
that appropriate instructions are given to field 
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gineering-technical personnel, wage experts and 
te-makers who are directly responsible for carry- 
S out these highly important measures. It is par- 
ularly important to exercise systematic super - 
sion over the implementation of all organizational 
d technical measures from the very first day that 
° new pay system is introduced. Leading workers 
ust play an active role in this supervision. 

A considerable rise in labor productivity and 
onomies in the wage fund can also be achieved by 
rther improving the system of construction manage- 
ent through merging and zoning of building organiza- 
ms, liquidating unnecessary intermediate adminis- 
ative bodies and reducing the number of managerial 
d engineering -technical personnel and employees. 
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All ministries, departments and economic coun- 
cils must carefully analyze the geographical 
distribution of their organizations and, where nec- 
esSary, merge them by liquidating numerous paral- 
lel-type organizations with a small volume of work 
Operating in the same area. 

Explanatory work is a factor of great impor- 
tance, The sum and substance of the planned wage 
adjustment measures, their economic and political 
significance must be brought home toevery worker 
and employee. The explanatory work must be con- 
crete and understandable in character and should 
be illustrated with practical examples and calcula- 


tions of workers’ earnings on specific jobs. 
AOR 
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ethods of Analyzing and Calculating the Distribution of Workers 


1d Employees by the Amount of Wages 


The target figures for thedevelopment of the 

SR national economy for 1959-1965 provide for 
increase in minimum wages from 270-350 to 
0-450 rubles a month in the course of wage ad- 
3tments in 1959-1962, and up to 500-600 rublesa 
mth in 1963-1965. The minimum wages of work- 
s and employees are to rise by 70 to 80%, with 
erage wages increasing by 26%. This will pro- 
le the basis for substantially reducing the wage 

p between the lower- and medium-paid groups on 
> one hand, and the higher-paid groups on the oth- 
. All this will lead to fundamental changes in the 
tribution of workers and employees by the 

lount of wages. 

The measures taken in the current Seven-Year 
an are chiefly designed to narrow the wage gap 

j to make wages more dependent on the results 
labor. Therefore, the economic indexes charac- 
izing the reduced wage differentials between 

. lower-paid and higher-paid groups and the ac- 
mpanying changes in the distribution of workers’ 
1 employees’ wages are no less important in the 
yanization of wages than the indexes of the share 
pasic rates in earnings and the wage Structure, 

. importance of the various forms and systems 
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of wage payment, the introduction of technically 
sound output quotas, etc. The measures of wage 
distribution should be calculated for each branch 
and category of labor, at every state farm, enter- 
prise and institution, that is, everywhere where 
steps are being taken to adjust wages. 

In working out proposals on wage and salary 
rates, wage scales, bonuses and other features of 
remuneration, calculations are necessary to show 
how various factors lessen the gap between the 
wages of the lower- and higher-paid workers. Fur- 
thermore, estimates of the future wage distribu- 
tion are also essential in preparing certain meas- 
ures for improving the material well-being of the 
working people, measures provided for by the de- 
cisions of the 21st Party Congress (changes in re- 
tirement pensions, abolition of taxation of the 
population and so on). 

All this requires scientific methods of analysis 
and calculations of the distribution of workers and 
employees by the amount of wages. 


I. Measures Indicating a Decline in Wage 
Differentials 


In most cases a simple comparison of the 
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distribution of workers by the amount of wages at 
two dates (before and after the implementation of 
wage adjustment measures) provides no idea as to 
whether the gap between the wages of the lower- and 
medium-paid groups on the one hand, and the higher- 
paid groups on the other, increased or decreased, 


October 
1934 


Total number of workers 


Including those with month- 
ly wages of: 
up to 30 rubles 
30-50 ze 
50-70 st 
70-90 + 


PROBLEMS OF ECONOMIC; 


to say nothing of how much it decreased. 

Let us compare, for example, the distribution of 
industrial workers by the amount of wages in 1929 
and 1934, i.e., before and after the wage reform of 
1931-1933 (% of workers in various wage inter- 
vals)*; 


October 
1934 


90-110 rubles 
110-130 x 
130-150 ip 
150-170 z 
170-200 

200-250 

250-300 27 
more than 300 ” 


[orergen 
me cw Fr CO CO Lf © 


* TsUNKhU, Statisticheskii spravochnik, Narodnoe khoziaistvo SSSR, pp. 460-463; 
TsSUNKhU, Zarabotnaia plata rabochikh krupnoi promyshlennosti v oktiabre 1934, 


1935, pp. 298-299. 


Without auxiliary statistical measures it is im- 
possible to determine whether the gap between the 
lower-paid and higher-paid workers lessened or in- 
creased between 1929 and 1934. 

To measure the difference between the wages of 
lower- and higher-paid workers a whole system of 
indexes is employed. These include first of all the 
structural indexes of differentiation, the so-called 
quartiles, quintiles, deciles, etc. 

Quartiles (Q) divide the aggregate number of 
workers according to the amount of their wages into 
four parts. The wage below which 25% of the work- 
ers fall is the first quartile (Q1). The wage below 
which 50% of the workers fall is the second quar- 
tile, called the median (Med). The wage below 
which 75% of the workers fall is the third quartile 
(Q3); 


March 1929 (rubles) 
October 1934 (rubles) 
Changes (%) 


This shows that the difference between the wages 
of the upper and bottom group of industrial workers 


Deciles (d) divide the aggregate number of work 
ers into ten parts. The first decile (dq), the secon 
decile (dg), etc. are distinguished accordingly. Th 
first decile (dy) indicates the wage level below 
which 10% of the workers fall, and the ninth decile 
(dg) — the wage level below which 90% of all work- 
ers fall. 

The ratio of the third to the first quartiles $°_ 
and the ratio of the ninth to the first deciles ¢° 4 
characterizes the difference between the wages of 
the lower- and the higher-paid groups of workers. 
By comparing these ratios over a number of years 
it is possible to determine whether the wage gap — 
among given groups of workers has diminished or 
increased. ‘ 

Let us calculate these indexes for 1929 and 193 


KK " 


in 1934 was somewhat less than in 1929. This i 
also evident from the indexes of the rate of grow 
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wages: the first quartile and the first decile in- shows that the ninth decile increased more thanthe 
eased more than the third quartile and the ninth third quartile and, consequently, that the earnings 
cile between 1929 and 1934. of people with the highest wages increased most 
However, these indexes are inadequate for de- among the higher-paid groups of workers. Hence, 
icing the changes in the distribution of workers it is advisable to compute all the deciles: 
cording to wages received. The foregoing table ti 


March 1959 
(rubles) 52.2 
October 1934 
(rubles) 104.0 118.4 


Changes (%) 200.0 195.0 


The calculations show that the wages of the low- It follows, therefore, that in certain cases it is es- 
-paid groups increased most and of the medium-:- sential to calculate not only the ratios between the 
id groups the least. extreme deciles }, but also #, $2, etc. 
Although the difference between the wages of the These changes in distribution are graphically 
wer- and higher-paid workers lessened somewhat, evident if the number of workers is calculated by 
e gap between the wages of the medium- and high- wage intervals and their wages are expressed as 
-paid workers increased. This conclusion could shares of the median (for comparability). Let us 
t have been derived from the previous table il- present such a calculation for 1929 and 1934: 
strating only the changes of the extreme groups. 7 
Wage intervals Number of Wage intervals Number of 
corresponding to workers by corresponding to workers by 
Wage intervals shares of median, wage inter- shares of median, wage inter- 
in shares of in rubles vals (in % in rubles vals (in % 
median (Med = 78 rubles) of total) (Med = 147.4 rubles) of total) 
Up to 0.4 Up to 31 2.9 Upto 59 
0.4-0.6 31- 47 VT 59- 88 
0.6-0.8 47- 62. 6.7 88-117 
0.8-1.0 62- 78 8.8 117-147 
1.0-1.2 78- 94 5.4 147-177 
1.2-1.4 94-109 1.0 177-206 
1.4-1.6 109-125 8.1 206-235 
1.6-1.8 125-140 5.3 235-265 
1.8-2.0 140-156 3.2 265-294 
2.0-2.2 156-172 1.6 294-323 
Over 172 5.3 Over 323 
This table shows that in 1934 the number of low- It is possible to successfully describe the di- 
-paid workers (those receiving wages up to 0.6 minishing difference between the wages of the us 
sd) declined sharply compared to 1929. But at er- and medium -paid groups on the one hand, andthe 
2 same time the share of the higher-paid workers higher-paid groups on the other, by means of quar- 
ose receiving wages above 1.8 Med) increased. tiles, deciles and so on. But these indexes 
e] 


g 
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themselves are not precisely connected with the 
concepts “lower-paid,” “medium-paid,” “higher- 
paid”; they mechanically subtract 10 or 25% of the 
number of lower-paid or higher-paid workers re- 
gardless of the amount of their wages. This failing 
can be removed by applying the method of group 
averages, i.e., calculating average wages 


Before 
wage wage 
adjust- | adjust- 


ments 


Total number of 

workers 
Workers with a 
monthly wage 
reper 


up to 400 rubles +) -- -5 
400-500 ? 8 | 3 | -5 
500-600 , 


600-700 is 


After the wage adjustments the number of lower- 
paid workers (those with earnings up to 600 ru- 
bles) dropped from 25 to 14% of the total, the num- 
ber of medium-paid workers (those with earnings 
from 600 to 1,400 rubles) rose from 68 to 80% and 
the higher-paid workers (those with earnings ex- 
ceeding 1,400 rubles a month) dropped from 7 to 
6%. 

The method of group averages applicable to this 
distribution consists of the following. The average 
wage is calculated in the base year (before wage 
adjustments) individually for lower,- medium- and 
higher-paid groups. Then the average wage is cal- 
culated in the current year (after wage adjustments) 
for the groups which previously ranked as the low- 


er,- medium- and higher-paid. Finally, these indexes 


are compared. 

Before the wage adjustments the average earn- 
ings of the lower-paid workers in our example 
were approximately 500 rubles, the medium-paid 
— roughly 850 rubles, and the higher-paid — about 
1,700 rubles. After the wage adjustments we must 
find the average earnings of the 25% of workers 
with the lowest wages, since before the wage ad- 
justments 25% of the workers were included in the 
lower-paid category. Their average earnings will 
amount to 560 rubles. The average wages of the 
68% formerly medium-paid workers will be deter- 
mined in the same way and will equal 920 rubles. 
The average earnings of the 7% higher-paid 


Changes 
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separately for the lower, medium- and higher -paid 
groups, and comparing them. ~ 

Suppose, that as a result of wage adjustments in 
some particular branch of industry, the distributio: 
of workers by the amount of wages changed as fol- 
lows (hypothetical figures, % of all workers in 
given wage intervals): 


Before 
wage 
adjust- 
ments 


700- 800 rubles +5 
800- 900 ” +3 
900-1,000 ” +1 
1,000-1,200 ” +1 
1,200-1,400 ” +1 
1,400-1,700 ” * 
1,700-2;000, =% -0.5 
Over 2,000 ” -0.5 


workers will amount to 1,600 rubles after the ad- 
justments. Let us now present the derived indexe 
in a table and calculate their relationship (see tab! 
on the top of the following page). 

We think that these indexes can become the ba- 
Sic Statistical data for measuring the difference © 
between the remuneration of the lower,- medium- 
and higher-paid workers. 


2. Indexes Illustrating the Distribution 
of Workers 


The nature of the distribution of workers by the 
amount of wages largely determines the means an 
methods used to raise the earnings of the lower- 
paid workers. This is clearly evident from the 
diagram shown at the bottom of the following - 
page (in hypothetical figures). 

For the same average wage, say 1,000 rubles, 
for example, the rise of minimum wages to 600 
rubles with the first type of distribution will in- 
volve roughly 10% of all the workers and in the — 
second case 30%. Hence, expenditures for high- 
er wages under the second type of distribution wi 
be three times as great as in the first. This clea 
ly shows the practical significance of the study 0: 
the character of a distribution — its skewness, th 
general differentiation of wages, the dispersion 7 
wages and the like. 

To characterize a distribution it is important 
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Before 


Average monthly 
wages (in ru- 
bles) of workers 
who before the 
wage adjust- 
ments were: 


lower-paid 500 
medium-paid 850 
higher-paid 1,700 


mow, not only the magnitude of the average wage, 
nedian, quartiles and deciles, but also the magni- 
ude of the mode (Mo). This indicates the most 
ommon wage level in the examined aggregate. If 
he total number of workers is distributed by the 
mount of wages, with equal intervals (400-500, 
00-600, 600-700 and so on), the wage interval with 
he greatest number of workers will be the modal 
nterval. Before the wage adjustments the modalin- 
erval in our example was 600-700 rubles, and aft- 
r the adjustments — 700-800 rubles. The mode 
an be computed by the following formula: 


Bost 
coo | ee ae 
ss (Gam . San) 


“where 1 is the beginning of the modal interval in 
rubles; 
n is the number of workers, in %, in the in- 
terval (nj — in the interval preceding the 
modal interval, no — in the modal inter- 
Bi: val and ng — in the interval which fol- 
lows the modal interval); 
d is the magnitude of the intervalin rubles. 


SYMMETRICAL DISTRIBUTION 


~ PROPORTION (% OF TOTAL) 
SMO ic 


to] 


600 1000 1400 
WAGES (IN RUBLES) 


wage 
adjust- Changes 
ments (in %) 


PROPORTION (% OF TOTAL) 


2 


Before After 
wage wage 
adjust- | adjust- | Changes 
ments ments (in %) 
Difference in 
' wages be- 
tween; 
a) higher=paid 3.4 2.76 
and lower-paid | times times 81 
b) higher-paid 
and medium- 2 1.74 
paid times times 87 


Let us now calculate the mode. 
Before the wage adjustments: 


: 15-13 
BOY sl tes (15-13) 


= 650 rubles 


x 100) 
x 100 


In a distribution skewed to the right (such is the 
distribution of workers by the amount of wages), 
the mode will be less than the median, and the 
median less than the mean. Thus, in the distribu- 
tion of industrial workers by the amount of wages 
in October 1934 the modal wage was 123.3, the me- 
dian wage 147.4 and the average wage 168.6 rubles. 

Both the median and mode, or, as they are some- 
times called, the structural averages, are more 
sensitive to changes in the distribution of workers 


After the wage adjustments: 


(18-17) + (18-14) 
= 720 rubles 


Mo = 700 ( 1g=it 


DISTRIBUTION SKEWED TO THE RIGHT 


15 


/0 


~ 1000 +1400 ; 
WAGES (IN RUBLES) 
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by the amount of wages than is the average wage. 
Both the mode and median, as well as the average, 
characterize the central tendency of the distribu- 
tion: the mode as the most common wage and the 
median as the wage below which one half the work- 
ers fall (the middle wage). 

The deviation of the modal and median wage from 
the mean characterizes the skewness of the distri- 
bution curve: the greater these deviations, the 
greater is the skewness. In the so-called normal 
(symmetrical) distribution the mode, the median 
and the mean coincide. From the point of view of 
raising the wages of the lower-paid workers the 
best distribution is the one in which the difference 
between the modal, median and mean wage is at a 
minimum. 

~To characterize the skewness of a distribution of 
workers by the amount of wages, indexes based on 
quartiles and deciles may also be recommended: 


. a Q3-Med 
Quartile coefficient of skewness Kg = Med-Q) 

. = dg-Med 
Decile coefficient of skewness Ky = Med-dy 


The advantage of these coefficients is that the 
differences Q3-Med, Med-Qj, dg-Med, Med-dj, ex- 
pressed in rubles, have substantial economic Ssig- 
nificance, for they show the difference between the 
median wage (Med) and the wages of low-paid per- 
sonnel (Qj and dj) and those who are highly paid 
(Q3 and dg). 

The table shown on the top of the following page 
lists the most important of these statistical indexes 
characterizing the distribution of workers in indus- 
try by the amount of wages for various prewar 
years. 

Without going into a detailed analysis of these 
_ interesting data we may note that with the transi- 
tion to industrialization the difference between the 
remuneration of lower-paid and higher—paid work- 
ers did not grow in comparison with the preceding 
period, but the skewness of the distribution curve 
became much more marked. This was connected 
with the transition to wage scales with markedly 
progressive increases in basic wage rates. 

The general differentiation of wages, their dis- 
persion, may be characterized by the mean square 
deviation (c) and the coefficient of variation (v). 
The mean square deviation can be derived in the 
following way: a) by calculating average wages 
within the wage intervals (x); b) by determining the 
deviations of these average values within the wage 
intervals from the average wages of the whole 
aggregate (x-x); c) by squaring these deviations and 
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finding their sum, weighted by the number of work. 
ers in the wage intervals ( eI © ™ ); d) by find- 
ing the mean square deviation asthe square root 
of the derived sum («= aoe" . 

The mean square deviation of the distribution of 
workers by the amount of wages shows the absolut 
dispersion of wages around an average level, ex- 
pressed in rubles. The mean square deviation of 
the distribution of workers in industry by the 
amount of wages in October 1934, for example, wa 
approximately 50 rubles, and in March 1929 it was 
20 rubles. A comparison of these two values of the 
mean square deviation is of little significance 
since these deviations are taken from a varying le 
el of average wages (from 168.6 rubles in 1934 anc 
74.9 rubles in 1929). We must use a comparable 
index characterizing not the absolute but the rela- 
tive dispersion of wages. The coefficient of varia- 
tion is such a measure. 

The coefficient of variation shows the measured 
dispersion in shares of the average wage: v =< : 
For March 1929 it is 27% and-for October 1934 iti 
29%. The coefficient of variation can be widely 
used for characterizing the distribution of homo- 
geneous aggregates of workers (of a given skill, ur 
der similar labor conditions, the same wage sys- 
tem, etc.), when this distribution more or less 
closely approaches the normal type of distribution 
But this coefficient is less suitable for character- 
izing wage distributions of heterogeneous aggre- 
gates of workers, for, as a rule, they are distin- 
guished by a marked skewness and the average 
wage in this case is not sufficiently representative 
of the entire aggregate. 

The mean square deviation and the coefficient o: 
variation are widely used in analyzing the distribu 
tion of piece workers according to fulfillment of 
production quotas. The extent of the variations in 
quota fulfillment in given production sectors make 
it possible to evaluate the quality of the quotas an¢ 
the organization of labor in the sectors. For this 
purpose we must make a preliminary analysis of 
quota fulfillment in corresponding production sec- 
tors. 

The dispersion of wages in the distributions car 
also be characterized by means of quartiles, quin 
tiles, deciles, etc. For this purpose the quartile 
index ee is frequently used. 

We have here applied these statistical measure 
of distributions of workers by the amount of wage 
only for comparing series of distributions in dif- 
ferent time periods. This is the most frequently 
encountered problem in actual practice. However 
all the examined indexes can be successfully ap- 
plied to compare series of distributions of 
workers by the amount of wages in branches, © 
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March | March 


Indexes 1994 1925 March | March | March | March 


1928 1929 1930 1934 


Average monthly 
wage (X) in rubles 
Median wage (Med) 
in rubles 
Modal wage (Md) in 
rubles 
Ratio of average wage 
to median wage 
( tea ) 
to the modal wage 
( i) 
Quartiles in rubles: 
one (Q}) 
three (Q3) 
Deciles in rubles: 
one (dj) 
nine (dg) 
Coefficients of dif- 
ferentiation of 
wages: 
quartile ( §) 
Decile (2) 
Coefficients of skew- 
~ness of wages: 
quartile ( $25" 


decile ( 4,—Med"*) 
Med — d, 


Calculated from data in the following sources: Narodnoe khoziaistvo SSSR za 1928, Moscow, 
1929, p. 545; Narodnoe khoziaistvo SSSR v tsifrakh, Moscow, 1925, p. 491; Statisticheskii 
spravochnik, Narodnoe khoziaistvo SSSR, Moscow, Leningrad, 1932, pp. 460-463; Zarabot- 
naia plata rabochikh krupnoi promyshlennosti v oktiabre 1934, Moscow, 1935, pp. 298-299. 


reas, personnel categories and the like. indexes of distribution according to personnel cate- 
Suppose we compare, for example, the statistical gories:* 


Q1 Q3 Q3 Q3-Q1 | @3-Med 
in rubles in rubles Q) Med Med-Q, 


111.4 


Med 


Personnel categories in rubles 


Workers (on the basis of data for 
- October 1934) 
_Engineering-technical personnel 
_ (on the basis of data for July 
1935) 
Employees (on the basis of data 
for July 1935) 


275 


152 


Calculated from data in the following sources: Trud v SSSR, Statisticheskii spravochnik, Moscow, 
1936, pp. 83-84; Zarabotnaia plata rabochikh krupnoi promyshlennosti v oktiabre 1934, Moscow, 
1935, pp. 298-299. 


y- 
. 
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The greatest wage differentiation is observed 
among employees, which is due to the diverse com- 
position of this category, then come workers and 
finally engineering-technical personnel. From 
the above we see what an important part the struc- 
tural and other indexes of distribution can play in 
the analysis of the distribution of personnel by the 
amount of wages. While emphasizing the signifi- 
cance of the foregoing statistical indexes we should 
mention that they rest on external manifestations 
of the examined phenomenon (in the present case, 
wages) and cannot in themselves disclose the inter- 
nal nature of the phenomenon or shed light on the fac- 
tors which determine the differentiation of wages. 
This can be solved at the second stage of the anal- 
ysis of the distribution of workers by the amount 
of wages — the stage of statistical investigation of 
the factors and the laws governing wage differentia- 
tion. (1) 


3. Analysis of the Factors Governing the 
Distribution of Workers by the Amount of Wages 


An analysis of the factors determining one or an- 
other distribution of workers by the amount of 
wages must begin with the preparation of combined 
tables and groupings revealing the connections 
among the individual elements in the differentiation 
of wages and their distribution. The ideal thing 
would be to prepare a system of groupings which 
would fully define the composition of the general 
distribution curve of personnel by the amount of 
wages. 

Suppose we have to investigate the factors re- 
sponsible for changes in the distribution of workers 
by the amount of wages stemming from the intro- 
duction of new wage provisions in the given branch 
of production. For this we make the following cal- 
culations: 

1. The workers within a given wage category 
who are working under the same conditions and 
under a uniform system of remuneration are dis- 
tributed by the amount of their wages. Since the 
basic wage rate of these workers is the same, the 
differentiation of their earnings will depend in the 
case of the time-rated workers only on the magni- 
tude of premiums, and in the case of piece work- 
ers upon the fulfillment of the output quotas and 
the magnitude of bonus payments. Therefore, in 
the case of piece workers it is best to plot the 
curve by calculating their distribution according 
to total earnings and according to basic piece-rate 
earnings. By comparing the distribution prior to 
and after the wage adjustments we will observe the 
changes connected with improvements in the set- 
ting of quotas and bonuses. By substituting the 
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previous distribution of workers ina given wage 
category for the new one in all the combined tables 
and deriving from them the general distribution of 
workers according to the amount of wages, we de- 
rive the calculated distribution. A comparison of 
this with the actual distribution of workers by the 
amount of wages after adjustments will reveal the 
influence of the above factors (adjustments in out- 
put quotas and in the incentive wage systems, as 
well as the correspondence between the work per- 
formed and the wage-scale category of the workers 
upon the differentiation of wages. 

2. We then calculate the average earnings of 
workers according to wage-scale categories, labor 
conditions and systems of payment before and after 
the wage adjustments. In the course of the adjust- 
ments the relationships among these indexes 
change. To reveal the influence of these changes 01 
the distribution of workers by the amount of wages. 
in the combined tables we list the former average 
values, leaving all the other factors (including the 
variation around the averages) unchanged. If we 
now compare the derived distribution with the ac- 
tual one, we shall also reveal the influence of this 
factor. , 

3. We then determine the distribution of worker: 
according to wage scale categories, labor condi- 
tions and systems of payment before and after the 
wage adjustments. By placing the former values of 
these indexes in the table of the new distribution of 
workers according to the amount of wages, we re~ 
veal the influence of the reclassification of work- 
ers among wage-scale categories, the changes in 
the list of heavy, hot and dangerous jobs, as well a 
changes in the number of piece workers and time- 
rated workers on the wage distribution. 

All this can be calculated in greater detail. It is 
possible, for example, to derive calculated distri- 
butions by substituting not one but several factors 
and thereby determining the combined influence of 
a number of factors on this distribution. ‘ 

The great amount of effort this will require is — 
self-evident. It will entail the collection of data 
not only on wages, their structure, systems of pay 
ment, the wage-scale categories of the workers, — 
their labor conditions and the compilation of nu- — 
merous groupings, but time and again it will mean 
the recalculation of all the tables, substituting one 
by one all the factors determining the differentia- 
tion of wages. For practical purposes it is quite 
enough to carry out such an investigation once in — 
some given branch. Having once elaborated in de- 
tail the data on the factors determining the distri- 
bution of workers by the amount of wages, it will 
easy later to use them to evaluate the efficacy o 
the projected wage scales, basic wage rates, 
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systems of job classification, system of wage pay- 
nent and for other purposes. It should be borne in 
nind that the character of the distribution curve of 
vorkers of homogeneous groups (for example, 
workers within the same wage-scale category) ac- 
-ording to fulfillment of production quotas, magni- 
ude of wages and the like is less subject to change 
han is the case with average indexes. By placing 
he already calculated distribution curves on new 
iverages it is possible to derive new distributions 
with sufficient accuracy. 

Thus, in working out measures for adjusting 
wages and further raising minimum wages to 500- 
900 rubles we can see the significance of special 
sample studies of the factors governing the differ- 
entiation of wages in combination with more com- 
rehensive calculations (in the same branches, 
ireas, groups of workers, etc.) of the distribution 
af workers and employees by the amount of wages. 
After conducting such a study it is essential to 
roperly workout the data obtained, correcting the 
lata of the special sample survey on the basis of 
lata from the more comprehensive studies and 
hereby obtaining fully representative statistical 
naterial for the calculations. 

If such detailed data are not available an analysis 
yf the factors governing the distribution of workers 
yy the amount of wages can be carried out ona 
nore general level. By comparing the distribution 
Mf piece workers according to their fulfillment of 
roduction quotas before and after the introduction 
yf wage adjustments (such records are kept for the 
asic and auxiliary shops), it will be possible to de- 
ermine the influence of this factor on the differen- 
iation of wages. If we have data on the average 
yages and number of workers according to wage- 
scale categories, we can get an idea of the influence 
f the reclassification of workers and the introduc- 
ion of new rates and scales on the distribution of 
yorkers by the amount of wages. In approximately 
he same manner it is also possible to determine 
he influence of changes in the interregional and 
nterindustry wage structure. 


4. Methods of Calculating the Projected Wage 
Distribution 


In essence the method of calculating the pro- 
ected distribution of workers by the amount of 
yvages consists of the following. The distribution 
f workers according to basic wage rates (sepa- 
ately for piece workers and time-rated workers) 
s calculated from the data on the first category 
yage rates, wage scales and the classification of 
vorkers among the wage categories. Then the dif- 
erentiation of earnings is determined for the given 
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rates by taking due account of the distribution of 
workers according to quota fulfillment and the size 
of bonuses. In this rough calculation the magni- 
tude of the differentiation is deter mined in advance, 
disregarding variations depending on wage cate- 
gories and assuming an identical differentiation of 
ee for all categories and all basic wage rates. 
2 

Let us illustrate this with an example. If we 
have the projected basic wage rates for workers by 
categories and the projected share of the basic rate 
in the earnings of workers is known, then it will be 
easy to calculate the magnitude of average earnings 
of workers by wage categories corresponding tothe 
new wage provisions. Let us assume that the varia- 
tion of wages around the average level is as fol- 
lows: 5% of the workers receive wages within the 
range of 0.4 to 0.6 Med, 18% from 0.6 to 0.8, 26% 
from 0.8 to 1.0, 22% from 1.0 to 1.2, 12% from 1.2 
to 1.4, 8% from 1.4 to 1.6, 4% from 1.6 to 1.8, and 
5% of the workers receive wages exceeding 1.8 
Med (see table on the following page). 

The calculation proceeds as follows: Average 
wages by wage-scale categories are laid out in in- 
tervals corresponding to shares of the median (0.4- 


0.6 Med, 0.6-0.8, 0.8-1.0, and so on) and the num- 


ber of workers who are to be classified in the given 
category are distributed on the basis of the new 
wage intervals, proceeding from the aforemen- 
tioned relative shares of this variation. Then all 
that remains is to transform these intervals into 
the usual ones (up to 400, 400-500, 500-600, etc.) 
and to derive the sums. 

By comparing the distribution obtained with the 
actual one for the same aggregate of workers we 
derive the efficacy of the projected basic wage rates, 
wage scales and classification of workers. 

In making a more detailed calculation we first 
determine the variation for the basic piece work 
earnings of the piece workers and only then add to 
it the bonus payments. The calculations for time- 
rated workers are done separately and then all this 
is summed up. It is not at all difficult to take ac- 
count of regional differences in wages: on the ba- 
sis of the distribution obtained, all we need to do is 
to determine the distribution by the amount of 
wages corresponding to the magnitude of the region- 
al coefficients and to include in them the number of 
workers paid at these coefficients, and then, after 
transforming the intervals of the distribution, to 
sum the results for the country as a whole. 

Special mention should be made of the job of de- 
termining the variation of output quotas. Using the 
actual data, we first derive the coefficient of varia- 
tion for the distribution of piece workers according 
to quota fulfillment. This varies from 18% in 
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Wage Scale Categories 


0.4-0.6 Med 
0.6-0.8 ” 
0.8-1.0 
1.0-1.2 
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Over 1.8 
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errous metallurgy and the timber industry to 25% 
n the woodworking and fishing industries. Follow- 
ng this, the coefficient of variation before and after 
he wage adjustments is determined for separate 
ranches and enterprises where wage adjustments 
lave been carried out. In branches where the set- 
ing of quotas was neglected and in sectors in which 
here were great differences in the average per- 
-entage of quota fulfillment, the coefficient of varia- 
ion is reduced by 5 to 19% when introducing new 
Wage provisions, and in other branches by 3 to 

%. 

With these data as a starting point we evaluate 
he coefficients of variation of the quotas in draft- 
ng new wage provisions. Then, knowing the re- 
naining percentage of quota fulfillment, we find the 
listribution of workers according to quota fulfill- 
nent: up to 100%, from 100 to 120%, and so on. In 
yrder to finally establish the projected distribution 
yf piece workers according to quota fulfillment we 
nust assign to this distribution some skewness to 
he right, reducing somewhat the number of work- 
srs who are not fulfilling their quotas as compared 
0 anormal distribution. A greater skewness 
should be assumed in the distribution in the case of 
yorkers earmarked for premiums for fulfilling 
juotas or when payment is made at progressive 
yiece rates. (3) 

If the work underway concerns not one but all 
yranches it is advisable to group the branches on 
he basis of the coefficient of variation of output 
juotas: up to 15% — branches with continuous and 
\omogeneous production processes (blast furnaces, 
ypen-hearth furnaces and rolling shops, basic chem- 
stry, basic production in oil refining, etc.) as well 
is branches with a large share of machine time in 
he quota (textile industry and the like); 15% to 20% 
- branches where hand and mechanized labor are 
ombined on a large scale (machine building, the 
ubber industry, a number of food branches, etc.) 
nd branches with varying types of production 
yhere the remaining percentage of quota fulfill- 
nent will differ; over 20% — branches where hand 
abor prevails (fish processing and so on). 

If the task is to calculate the distribution of 
yorkers by the amount of wages for a number of 
ears ahead (for 1965, for example) the main diffi- 
ulty is to take into account the changes in skills 
nd in the regional and industrial distribution of la- 
or, that is, to determine the number of workers by 
ategories, industries and groups of areas over a 
ong period. Such calculations can be made on the 
asis of past tendencies, with due account for plans 
or mechanization of labor, production, etc. After 
alculating the projected number of workers ac- 
ording to wage-scale categories, industries and 
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areas, the distribution of workers by the amount of 
wages is determined according to the aforemen- 
tioned methods. 

Long-term calculations of the distribution of 
workers and employees by the amount of wages is 
a job requiring a great deal of effort. When the 
initial data (basic wage rates for the first category, 
wage Scales, coefficients of variation of output quo- 
tas, differentiation of bonus payments, distribution 
of workers according to wage-scale categories, 
forms of payment and types of work, regional coef- 
ficients) are relatively few, tremendous calcula- 
tions which include thousands upon thousands of 
operations are required. 

The experience of calculations of this type car- 
ried out in the Combined Economic Department of 
the Committee on Labor in connection with evalua- 
ting the efficacy of the new wage regulations and 
the provisions for raising the material well-being 
of the people showed that the job entails a great 
deal of time. To save time, itis necessary to calcu- 
late on a large scale (for example, for industry as 
a whole without distinguishing individual branches) 
and to disregard a number of factors, which re- 
duces the accuracy of these calculations. 

Therefore, it is essential that we make use of 
computing machines for these calculations. This 
is already being done in an experimental way. A 
detailed elaboration of methods of calculating the 
projected distribution of workers by the amount of 
wages with the help of rapidly operating computing 
machines will improve the quality of the calcula- 
tion of the wage changes of given groups of work- 
ers and employees in the course of raising mini- 
mum wages to 500-600 rubles a month and 
increasing somewhat the wage rates and salaries 
of the medium-paid workers in 1963-1965. 

The main factor in calculating the projected 
changes in the distribution of workers by the 
amount of wage is a knowledge of the laws govern- 
ing this distribution, a knowledge of the factors in- 
volved in wage differentiation. However, without 
possessing the technique of statistical calculations 
there is little hope of obtaining accurate results. 
Therefore, besides a knowledge of the substance of 
the matter, it is also essential to be able to apply 
statistical methods of calculation. 


Footnotes 


(1) The structural indexes of wage differentia- 
tion are described in the article by A. Karapetian, 
“Statistical Description of Wage Distributions” in 
the collection Voprosy Truda, Issue No. 1, Profiz- 
dat, 1958. 

(CONTINUED ON PAGE 44) 


LABOR PRODUCTIVITY AND THE THEORY OF VALUE 


S. STRUMILIN: 


Voprosy Ekonomiki, No. 5, 1960 


Social Productivity of Labor and Methods of Measuring It 


The “law of the increasing productive power of 
labor” is a most important one in political economy. 
In disclosing its substance, Marx defined it asa 
law, “according to which the costs of production are 
constantly falling, while living labor continues to 
grow more productive.” (1) He called it a general 
universal economic law. Consequently, this law 
operates in all the stages of the evolution of social 
production. However, under capitalism it mani- 
fests itself merely as a tendency that is constantly. 
being violated, andtherefore it does not possess un- 
qualified significance. Moreover, when capitalism 
grows decrepit and more and more moribund, it 
contradicts the requirements of this law and even, 
as Engels noted, “interferes with the growth of pro- 
ductivity.” (2) However, for us this law becomes 
all the more important in the conditions of social- 
ism’s economic competition with capitalism. Ina 
socialist economy its continuous operation and bal- 
anced application are decisive for success. “The 
productivity of labor,” Lenin wrote in 1919, “is, in 
the final analysis, the most important and prime fac- 
tor in the victory of the new social system.” (3) 

The steady growth of labor productivity and the 
accompanying continuous reduction in the special 
costs of production are, in point of fact, two sides 
of the same process, a process in which the most 
general principle of time saving is realized. This 
principle may be viewed as the point of departure 
for the whole science of economics for, as Marx 
wrote, “any kind of economy is ultimately reduced 
to time saving,” (4) and this applies to total costs 
of production and to expenditures of living labor. 
Elsewhere he notes: “A real economy — saving — 
consists in the saving of labor time; [a minimum 
(and the reduction to the minimum) of the costs of 
production]; this saving is equivalent to the growth 
of productive power.” (5) “Consequently the sav- 

‘ing of time, just as the balanced distribution of 

labor time among the different branches of produc- 
tion, remains the first economic law based on col- 
lective production. This becomes a law to an even 


This article is intended to pose the question. 
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greater degree.” (6) In another connection Marx 
wrote: “Labor time always remains — even when 
exchange value has disappeared — the creative sub- 
Stance of wealth and the yardstick for gauging the 
costs required for its production.” (7) 

From these citations from the Marxist classics 
it is clear that both the principle of time saving 
and the universal law of the rising productive pow- 
er of labor, which is equivalent to this principle, 
not only retain their significance but even become ~ 
more important under socialism and communism. 
In particular, Engels asserted in his polemic 
against Diihring that the freeing of the means of 
production from the shackles of capitalism “is the 
sole prerequisite for the steady and constantly ac- 
celerating development of the productive forces, 
and thus for the practically unlimited growth of pro- 
duction itself.” (8) The entire present-day wealth 
of experience that the socialist countries have ac- 
cumulated corroborates in practice Engels’ bril- 
liant theoretical prediction. The rate of increase 
in the productive power of labor in these countries 
is several times higher than in the capitalist coun- 
tries. 

How do we determine and measure this growth, 
both in theory and in daily practice ? 

“When we speak of increasing the productive pow 
er of labor,” Marx wrote, “we mean any change in 
the labor process whereby the labor time socially — 
necessary for the production of a commodity is re- 
duced, so that a larger amount of use value is pro- 
duced by less labor.” (9) However, the socially — 
necessary time determines the value of the com- _ 
modity and hence everything that reduces this value 
enhances the productive power of labor. “When the 
productive power of labor rises it produces the 
Same use value in a shorter period of time. Con 
versely, when the productive power of labor is re- 
duced more time is required to produce the same 
use value.” (10) Marx usually uses the concept 0: 
“the productivity of labor” in the same sense as tl 
idea of the “yield of labor” or the “efficacy of la- 
bor power.” “The same change in productive pow 
er which increases the yield of labor and therefor 
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icreases the amount of use values it generates, 
iminishes the magnitude of the value of this in- 
reased total mass because it lessens the sum total 
f the labor time required for its production. The 
Onverse is equally true.” (11) At the same time, 

1 all cases when he speaks of abstract labor of 
verage quality creating value Marx uses the idea 

f the “productive power of labor,” and the “produc- 
ivity of labor” as synonyms. 

Proceeding from his definitions of the productive 
ower of labor, Marxconcludes: “Thus, the magni- 
ide of value of a commodity varies directly as the 
mount, and inversely as the productive power of 
1¢ labor embodied in it.” (12) We also know that 
alue is determined by the average amount of so- 
lally necessary time, or in other words, that “the 
mount of labor alone, regardless of its quality, is 
1e measure of value.” (13) But if the labor ex- 
ended to produce a concrete commodity is of a 
igher skill or intensity than average labor, this 
complex” labor is regarded as simple labor multi- 
lied and is reduced to average labor through mul- 
plication by an index of its quality, or the so- 
alled coefficient of reduction. Furthermore, one 
yust remember that the value of a commodity is 
etermined by the sum total of expenditures ofboth 
ving and past labor embodied in it. Taking all 
1ese factors into consideration and designating the 
roductive power of labor by Pg, the labor value of 
1e product by w, its use value in natural form by 
, the past and living labor in units of time as 
= ty + tg and the quality of labor by k, we arrive 
t the following formula to express their interrela- 
ons: 


Pg = 1:w = p:kt = p:k (ty + tg) 


These equalities show that there are two ways in 
hich we can measure the productive power of la- 
or: either by taking a value inverse to the labor 
alue of a commodity, or by taking the proportion 
f the entire use value to the labor value — which 
mounts to the same thing and which is the propor- 
on of the entire use value to the sum total of the 
yerage or so-called “reduced,” or averaged labor 
mbodied in the commodity. But when the level of 
roductive power is compared over different peri- 
is of time for a large number of enterprises em- 
oying many workers, or for the whole of the na- 
nal economy in general, the quality of labor is 
en fully reduced, with the reduction coefficient 
ing omitted from the formula since it is now ex- 


essed as 1. Now our formula will be simpler, to 


© Ps = 1:w = pit = p: (t1 + t2). 


In this case the “productive power” and “produc- 
tivity” of social labor are measured by one and the 
Same value. These concepts here are completely 
identical. At this point we should note the follow- 
ing Singularity which, as the productivity of labor 
changes, manifests itself in the changing structure 
of past and living labor in the value of the commod- 
ity. “The value of a commodity,” Engels wrote, 
“is determined by the entire labor time, both past 
and living, that is embodied in it. Rising produc- 
tivity of labor means precisely a decreasing share 
of living labor and an increasing share of past la- 
bor. However, the latter increases in such a fash- 
ion that the sum total of the labor embodied in the 
commodity is reduced.” Furthermore, “that part 
of the value which comes from the raw and auxil- 
iary materials should diminish when the produc- 
tivity of labor rises. Conversely, the most charac- 
teristic feature of the rising productive power of 
labor is the fact that the basic part of constant cap- 
ital expands markedly and, together with it, 
there is an increase in that part of its value which 
is transmitted to the commodity as a result of 
wear and tear.” However, all these “increases in 
value must be more than offset by the diminution 
in value stemming from a reduction in living labor. 
For this reason it would seem that such a decline 
in the sum total of the labor embodied in the com- 
modity should serve as an essential sign of a rise 
in the productive power of labor, whatever the so- 
cial conditions of production. This would unques- 
tionably be used to measure the productivity of 
labor in a society in which the producers will regu- 
late their production according to a predetermined 
plan, and even in conditions of simple commodity 
production.” (14) 

Unfortunately, Soviet statistical practices have 
yet to justify Engels’ prediction. So far only the 
productivity of living labor has been taken into ac- 
count. We may find some justification for this in 
the difficulty that besets us when we want to deter- 
mine, in its natural form, the expenditure of “past” 
labor t in the formula P= (47, - Incidentally, 
some Statisticians even tried to question the use- 
fulness of this formula for measuring labor produc- 
tivity from a theoretical standpoint. Thus, ina 
discussion on labor productivity one speaker made 
the following objection to justify Central Statistical 
Administration practices running counter to En- 
gels’ conception as quoted above. “Economically, 
only living labor is productive,” he said. It is 
likely that in this case he meant Marx’s formula 
according to which “living labor constantly grows 
more productive” as the total costs of production 
diminish, or the formula according to which value 
is created only by living labor. However, neither 
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formulation can serve to justify a practice which 
completely ignores Engels’ theoretically fully sub- 
stantiated definition of the productivity of labor. 
Living labor can, of course, be more or less pro- 
ductive. But is it only the quality of living labor 
that determines its total productivity ? Is not the 
equipment of living labor with machinery, that is, 


precisely with embodied labor, decisive for increas- 


ing the productive power of labor? Whence this 
word “only”? “The specific development of the so- 
cial productive power of labor in each separate 
sphere of production,” Marx wrote, “varies in de- 
gree; it may be higher or lower depending on how 
great is the amount of the means of production set 
into operation by a definite quantity of labor, or — 
with a given working day — by a definite number of 
workers.” (15) This means that the degree to 
which living labor is equipped with the means of 
production, that is, with the products of past labor, 
may serve as a gauge of the development of the 
productive power of labor. From this we can clear- 
ly see how grave is the blunder that practical work- 
ers commit when they completely ignore the whole 
of past labor in considering the productivity of la- 
bor. The fallacy of this method is still more mani- 
fest when it is necessary to compare the level of 
the productive power of labor required in the pro- 
duction of goods whose use values are not directly 
commensurable. We know that “the productive 
power of labor develops very unevenly in the vari- 
ous industries, moreover, it is uneven not only inthe 
degree of its development but often it even changes 
in opposite directions.” (16) But since the use 
values of these products are incommensurable we 
can only judge their changes by examining the pro- 
portions of embodied and living labor in the prod- 
ucts of the different industries. In such cases he who 
is satisfied with the reckonong of living labor and 
nothing more will have nothing at all to go by in 
comparing the levels of labor productivity in the 
different industries. 

Some practical workers try to find theoretical 
justifications for the various shortcomings in sta- 
tistical practices and thus shut the door to their 
correction. Justifying these practices even when 
they patently diverge from Engels’ definition, they 
assiduously quote Marx to bolster their own 
theoretical positions. It goes without saying that 
value is created only by living labor, whereas past 
labor merely transmits the value created in a pre- 
ceding stage to the products of a subsequent stage 
of production. However, in every preceding stage 
of production this “past” labor was living labor 
that participated in the creation of both the use 
value and labor value of the given final product. If 
we seek to measure the social productivity of labor 
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in the production of this product according to the 
formula p:t, where p designates the use value and t 
the labor value, the sum of the latter must unques-. 
tionably include all its formative elements, in- 
cluding not only the living labor taken into account 
in the final stage of production but also all the ele- 
ments of labor embodied in commodities in the pre 
ceding stage of production. 

One would think that Marx’s and Engels’ inter- 
pretation (as given above) of the concepts of pro- 
ductivity of labor and the value of products, as 
well as their conclusion on the inverse relationshij 
between these values, tobe clear enough. But 
since some of our Statisticians still do not under- 
stand these ideas properly, it may perhaps be in 
order to explain them in somewhat greater detail. 

Suppose we do not have to take past labor into 
account at all in measuring labor productivity. Le 
us try to measure only the productivity of living la 
bor at two factories making the same product. 
Suppose they produce 1,000 kg. of fabrics per shift 
They have the same technical level, etc., their 
only difference being that one has both spinning ane 
weaving shops while the other has only weaving 
shops. Suppose, furthermore, that 3.5 man-hours 
are spent to produce a kilogram of yarn, and that 
another 5.6 man-hours are required to convert thi; 
yarn into fabric. Then the weaving mill that re- 
ceives the yarn from somewhere else will need 
only 5.6 hours of living labor to produce one kilo- 
gram of fabrics. But at the mills having both spin 
ning and weaving shops the amount of living labor 
expended will total 9.1 hours (3.5 + 5.6), or 63% 
more. Thus, if we take into account only the 
amount of living labor in determining the level of 
labor productivity at enterprises with different 
combinations of shops, we would be clearly in erro 
if we concluded that the productivity of labor at on 
of them was much greater than at the other. This 
method also leads to similar errors when you hav: 
a different degree of cooperation of labor at dif- 
ferent enterprises. One enterprise, for instance, 
may make all parts it needs directly on the spot. . 
second may assemble the ready-made parts which 
it receives from a third factory. Naturally, the ex 
penditure of living labor alone per unit of finished 
product cannot serve in all these cases as a meas 
ure of the amount of labor that the product con- 
sumes. 

However, to plan the productive proportions of 
labor according to society’s requirements we mus 
know the sum total of the labor consumed in the 
production of goods. It is every bit as important - 
in order to properly plan the scale of the various 
stages of production and to properly set output _ 
quotas for each part and each operation — to knoy 
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long with the total amount of labor required to 
roduce the goods we need, also the partial or local 
abor requirements in each sector of production, on 
ach part and in each operation. In other words, 
esides the social productivity of labor we must al- 
o analyze the local productivity of labor for each 
ndividual enterprise, shop, and even workers. It 

s only natural that the calculation of the economies 
n the expenditure of living labor is of decisive im- 
ortance for these purposes. However, even in 
hese calculations we would be seriously mistaken 
vere we to ignore the economies or losses in each 
ector of production, where material values are 
lso expended along with living labor, and where 
onsequently we can have either economies or 
poilage or a technically unforeseen overexpendi- 
ure of these values. 

The Marxist classics, of course, did not delve 
nto all the details of this problem. However, they 
id make a distinction between a concept like “the 
Ocial productive power of labor,” which is meas- 
red by the expenditures of the whole of living and 
ast labor, and concepts like the shop “productiv- 
ty of Spinning labor” and even the individual “pro- 
uctivity of the spinner’s own labor,” which they 
elated to the number of hours of living labor ex- 
ended. The concept of labor productivity, whether 
neasured socially or locally, doesnot change. Nor 
oes our formula Pg = 1:w = p:t — which we use to 
etermine the magnitude of the productivity of a 
ingle worker or a whole group of workers — 
hange, either. However, its constituent magni- 
ides acquire a different significance when weturn 
rom social production in general to its individual 
ections. 

If our aim is to compute the productivity not of 
1e total labor embodied in the product in question, 
ut only of the labor of the workers taking part in 
1e given stage or sector of its production (weav- 
rs, for instance), then t will signify only the living 
ubor of the weavers in the compared sections, and 
fe will disregard the labor expended by the spin- 
ers, cotton-growers and all other workers who 
ontribute to the production of cotton fabrics. In 
onsidering this local productivity alone, t will sig- 
ify not the full value of the fabric produced in 
ubles, but only that part of it contributed by the 
eavers, andit will be determined by the amount of 
1eir work, by the expenditure of their labor in 
onverting yarn into the fabric of the required qual- 
+ connection with these distinctions we must 
losely examine such concepts as the “social” and 
local” or individual productivity of labor. Each 
45 its own sphere of application and its own par- 
cular features in actual practice. Their 


importance as very significant measures for 
gauging our achievements in the struggle for com- 
munism, in the international competition of eco- 
nomic systems and in the emulation movement at 
home between the various links of socialist labor -- 
between industries and between districts — is very 
great and is growing all the time. However, our 
statistical practices donot always measure up toall 
the requirements of theory. The theoretical 
grounds of various indices of labor productivity are 
also vague on some points and this, naturally, in- 
terferes with their extensive application. 

FOR AK 

Labor productivity indices which cover the whole 
of social production may simultaneously be used to 
determine the level of the social productive power 
of labor in the society in question. “The produc- 
tive power of labor,” Marx pointed out, “is deter- 
mined by various circumstances, among which may 
be mentioned: the workers’ average skill; the de- 
velopment of scientific theory and the degree to 
which this theory is applicable in practice; the so- 
cial organization of production; the supply and the 
efficiency of the means of production, and finally, 
physical conditions.” (17) These factors do not in- 
clude all those that determine the level of the pro- 
ductive powers of society. However, they take in 
far more than the narrow boundaries (merely the 
“implements of production” and the “people” who 
set them in motion) to which some of our authors 
limit themselves. For it is a fact that one cannot 
incorporate in the idea of the “implements of pro- 
duction” such factors, for instance, as electricity 
or atomic energy, although the equipment of labor 
with these “means of production” is a prime factor 
in expanding the productive forces of society. Nor 
do the “implements of production” take in science, 
physical working conditions and the social mode of 
production, all of which unquestionably affect the 
level of the productive forces. Marx’s definition 
is much fuller and more accurate, asit takes in all 
the means of production and the producers them- 
selves. 

All the more significant, therefore, is the fact 
that this definition does not include as factors that 
need to be taken into account such elements as in- 
dividual differences in skills and in the intensity 
of labor. This, of course, is not fortuitous. Natur- 
ally, such individual differences may increase or 
decrease the amount of the product obtained within 
a unit of time and therefore must be taken into ac- 
count in determining the individual or local produc- 
tivity of labor in some very limited sections. But 
the productive power of labor, as the factor charac- 
terizing its social efficiency, is measured by the 
saving in value achieved in the production of the 
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social product in the period under review, and the 
value, furthermore, is always determined by labor 
of average quality regardless of its variation at the 
individual sectors of social production. In other 
words, in the concept of the productive power of 
labor Marx includes only those objective factors of 
production (its equipment with implements of labor 
and nature’s gifts) which, while making labor more 
effective and increasing the number of products 
made ina unit of time, do not -- in contrast with 
the increased intensity and skill of labor — raise its 
labor value. 

This distinction must be taken into consideration 
when we turn from the determination of the local 
“productivity” of labor in individual sectors of pro- 
duction to the evaluation of the “productive power” 
of labor of average quality. Incidentally, as far as 
this most general concept of “the productive power” 
of labor is concerned, its level -- despite the claim 
that only living labor is productive — does not de- 
pend upon living labor at all. As Marx pointed out, 
it increases with the increase in the average organ- 
ic composition of capital, that is, according to the 
proportion c:v. This growth is “merely another 
expression of the progressive development of the 
social productive power of labor which is reflected 
precisely in the fact that by using more machinery 
and constant capital in general, but with the same 
number of workers and the same period of time, 
i.e., with less labor, more raw materials and ac- 
cessories are converted into products.” (18) When 
the amount of living labor expended remains con- 
stant, its productivity thus becomes a function of 
past labor only. 

Under socialism there is no need to speak of the 
organic composition of capital. Labor power has 
ceased to be a commodity and does not possess 
value. With time the conception of payment for la- 
bor will also disappear. But the relation of past la- 
bor c to living labor (v + m) in social production — 
as an indication of the organic composition of its 
prime elements and as a measure of the equipment 
of living labor — will retain its importance. It will 
also retain its role as a general indicator of the 
growing productive power of labor. However, this 
ratio of c: (v + m) will be still more important in 
studying the effectiveness of capital investment in 
one or another means of labor. But as we know 
from experience, the effectiveness of investment is 
not the same throughout. It hinges not only on the 
quantity but also on the quality of the means of 
labor, which is by no means always proportional to 
their value. In some branches technical progress 
cheapens the means of labor more quickly, in oth- 
ers more slowly. For this reason alone there is 
no direct proportionality between the equipment of 
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living labor with past labor (in terms of value) and 
the productivity of labor in all its branches. At the 
same time there is no question that it is precisely 
this equipment of living labor with the elements of 
past labor and the pace of accumulation and invest- 
ment inthe means of labor required for its growth that 
are the main factors in increasing the social pro- 
ductivity of labor. The interrelations between this 
factor and its results have still not been studied 
adequately enough, but they must be studied and So. 
viet economists have already been set this task. 

If one proceeds from the inverse relationship be 
tween the value of the product and the productivity 
of labor, then to study the time and spatial changes 
in the latter, itis enough in a planned economy to 
organize merely a systematic assessment of the 
value of all types of products in rubles and of the 
labor consumed in all sections in either man-hours 
or in other units of labor time. Indeed, if in the 
base year the value Wo of one ton of coal with a 
calorific power of 7,000 calories per kg. was equal 
to 10 rubles while in the year under review w , was 
equal to 8 rubles, this means that the social pro- 
ductivity of labor in the given branch has risen by 
1.25 times (wo:w1 = 10:8), and that the saving of la 
bor e was equal to 2 rubles or 20%, while the in- 
crease in productivity in the period under review 
was equivalent to e:w, = 2:8 or 25%. If the prices 
of the products are planned according to their val- 
ues the same method may also be applied to the 
entire combined social product. It would be suffi- 
cient in this case to appraise the social product of 
the period under review P in prices of the current 
period and the period under review in order to ob- 
tain the index of the relative increase in the social 
productivity of labor (1 = wowj), the value of the 
economy derived (e = wo-wj) in rubles, and the in- 
crease in the productivity of labor (e:w, x 100) in 
per cent. When we learn how to reckon the expend 
tures of past and living labor in any branch of pro- 
duction, in hours, for instance, and for every 1,00( 
rubles’ worth of the social product, we shall be abl 
to express the economy derived in any period not 
only in rubles but also in hours of average sociall} 
necessary time. ; i 

The same method of determining the indices of 
the relative productivity of labor can also be ap- 
plied when we want to compare it not in time but 
space, for instance in making comparisons be- 
tween the republics and districts within the USSR. 
In so doing it would be most expedient, of course 
to take as the basis for comparison the average 
level of labor productivity in each separate bran 
of production and throughout the entire country in 
general. In this case, by comparing the total la 
requirements in hours or the ruble value of any 
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product for each republic or district with its aver- 
age nation-wide value, and by taking into considera- 
ion the fact that labor productivity is inversely 
proportional to value, from the comparisons of val- 
1e we Shall easily determine the comparative pro- 
juctivity of labor in its territorial variations. If it 
iS necessary to make such a comparison for the en- 
ire aggregate output of each district, the produc- 
ivity of labor in each such district — expressed as 
a percentage of its national average — will be ex- 
pressed by the following elementary formula: 

Lb = (We:Wp) x 100, where Wp represents the evalua- 
‘ion of the entire output of the district or republic 
in terms of the average social costs of production 
in each branch of labor within the limits of the giv- 
on district or republic, and we represents the 
svaluation of the same product in terms of the val- 
ie of each constituent product calculated in costs 

of production on a national scale. 

Naturally, this presupposes the calculation of the 
social costs of production not only for each enter- 
orise or group of enterprises but also for the 
larger areas and the whole of the USSR. The organ- 
ization of such generalized calculations of value 
would provide a reliable basis both for planning 
srices in conformity with the requirements of the 
law of value and also for solving many other prob- 
lems of socialist planning. There is no question 
hat the value of the production of identical prod- 
icts in different geographical and production-eco- 
10mic conditions varies greatly. Therefore, it may 
ye more profitable to make some of these products 
— even with due account for the cost of transporta- 
ion — in one part of the country and to make other 
sroducts elsewhere. This must be taken into con- 
sideration in planning the division of labor among 
listricts and especially in the geographical distri- 
ution of capital investment in the immediate future. 
With the reorganization of the management of pro- 
luction and the enhancement of the role of local 
nanagement bodies, the importance of interregion- 
11 comparisons of indices of the value of output and 
Mf the productivity of labor has undoubtedly in- 
‘reased greatly. Moreover, such comparisons 
yould be still more important for the international 
livision of labor and the planning of total commod- 
ty exchange within the socialist camp. 

The indices showing the comparative amounts of 
abor consumed in the production of various goods 
n different regions will also retain their impor - 
ance during the second phase of communism, when 
xchange value will disappear -- there being no 
eed for it — in the internal circulation of products 
vithin each country or within whole federations of 
Oommunist countries. When the monetary measure 
s replaced by a measure of the average 
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expenditure of labor time, only the methods of 
reckoning this labor consumption will change. How- 
ever, it will still be necessary to calculate the full 
amount of labor consumed in the production of 
goods, including both past and living labor. This 
labor currency in hours or days of average labor 
could also be used to calculate mutual services 
among the communist nations in the international 
exchange of the products of their labor, until all na- 
tions unite to form one world federation. Eventhen 
its basic function will still be the task of planning 
production-labor proportions in conformity with so- 
ciety’s established requirements for various kinds 
of products. 

The law of balanced, proportionate development 
requires that rational proportions be observed in 
the distribution not only of living labor, but also of 
all the elements of past labor that this living labor 
sets into motion. Therefore, in reckoning the labor 
consumed in the production of all goods it is impos- 
sible to limit oneself merely to the measure of liv- 
ing labor alone. In our planning practice this is 
developing into a serious obstacle to the reckoning 
of the full amount of labor consumed in the produc- 
tion of goods and to applying the indices of the so- 
cial productivity of labor. 

It is the practice to calculate the expenditures of 
past labor only in money terms. By adding the pay- 
ment for labor to the value of material costs we 
derive what are called the “production costs” or 
the costs of the enterprise (c + v). Along with this 
we also consider the whole of living labor in its 
natural form. However, in our accounting practice 
we do not consider the full value or the social costs 
of production (c + v + m) either in monetary or la- 
bor form. This is a very important drawback in 
our accounting practice. For a long time this was 
justified by some economists, who considered ex- 
change value as a basically unknowable magnitude 
during the first phase of communism. However, 
Marxism does not recognize unknowable things in 
themselves. The idea of unknowable factors in the 
calculation of value has also long been discredited. 
Furthermore, if we proceed from Marxist teach- 
ings on the fully normal levelling out of “the gen- 
eral rate of surplus value” (m:v) in all branches of 
labor, it will be very easy to turn from an estima- 
tion of production costs to the determination of the 
full value of any product in money terms. Ina 
planned economy the general rate of accumulation, 
m:v = q, is always known. And if at a given time 
we can treat it as equal in all branches of material 
production, we shall then be able to ascertain the 
value of any product from the formula w=c+v 
(1 + q), all values of which — with the exception of 
q — are available from our accounting procedures. 
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When we know all these elements of value ex- 
pressed in money terms, it is also not difficult to 
express them in labor time. One of these elements, 
namely v + m, as calculated in rubles corresponds 
to the expenditures of living labor tg. However, if 
we also know the formula c: (v + m) in value terms, 
we can thus derive the equivalent relation of past 
labor to living labor (ty:tg). In this way we can also 
ascertain the past labor expressed in labor time. 
According to my calculations, for instance, in 1955 
an average of about 132 man-hours of living labor 
were expended in the entire sphere of material pro- 
duction to produce each 1,000 rubles’ worth of net 
output (in current prices), and for every 100 hours 
of living labor expended there were 98 hours of past 
labor. In other words, each hour of living labor 
produced 7 rubles 57 kopecks of new value and com- 
pensated for 7 rubles 42 kopecks of the transferred 
value of past labor. So we can quite definitely de- 
termine all the elements of value of produced goods 
both in the form of money and labor. We can also 
construct indices to characterize the social produc- 
tivity of labor by reckoning the economy derived in 
the value of the products manufactured. 

From the theoretical standpoint this can hardly 
evoke any objections. However, our accounting 
practices still do not use this simplest of methods, 
chiefly on the grounds that under existing price 
policies the price of products frequently diverges 
considerably from their value. In this connection 
the discrepancy between price and value inevitably 
affects the accuracy with which the costs of produc- 
tion can be calculated. If we were to base our- 
selves on such apparently inaccurate value data 
we would not be able to construct sufficiently 
accurate indices to characterize the social pro- 
ductivity of labor. 

At this point I must note the following. First, 
Since we are Speaking of social productivity at the 
level of whole areas, districts and republics, pos- 
sible discrepancies between prices and values in 
current accounting practices should balance out. 
Second, these indices do not yield nor require hair- 
splitting accuracy. If the current method of reck- 
Oning production costs has clear drawbacks from 
the point of the requirements of the law of value, 
should we not first remedy them rather than con- 
tinue to Simply ignore the requirements of objective 
economic laws? This is all the more the case 
Since socialist accounting can undoubtedly satisfy 
these requirements and hence must satisfy them. 

FORK 

In our current practice we use only the index of 
the productivity of living labor calculated on the 
basis of the workers’ output in kind or in fixed 
prices per unit of time. Since we deal here with 
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the productivity of only a definite group of workers 
employed at some particular stage of the manufac- 
ture of the products in question, this way of solving 
the problem is quite legitimate. The index show- 
ing the increase in the producitivity of these work- 
ers over any period of time when the expenditures 
of labor t remain constant is determined from the 
relation pj:p2, and in the case of an equal volume 
of production p — inversely to the labor consumed 
in the given volume of output, as expressed by 
to:tj. Again the point of departure in constructing 
such indices is the inverse relation between value 
(or labor requirements) and the productivity of la- 
bor. Only this interdependence in the various sec- 
tions of production is naturally limited to the re-— 
production of only the newly created value — that 
is, to living labor. 

Unfortunately, this limitation is ignored in our 
accounting practice in all cases when the entire 
volume of manufactured output in kind or the entir« 
gross product in constant prices, for both the base 
period and the period under review, are accepted 
as the measure of the volume of output. True, 
when the gross product changes in proportion to thi 
net product this use of gross output instead of net 
output in calculating the indices of the productivity 
of living labor does not make them any the less ac: 
curate. However, in all cases when the relation 
c: (v + m) changes in the compared volumes of 
production, the indices of the workers’ gross out- 
put may be regarded merely as certain approxima 
tions to the truth. 

Taking into consideration the fact that the index 
of labor productivity changes directly in proportio 
to the quantity or volume of output and inversely t 
the expenditure of labor time, we may also use the 
following formula to calculate productivity of livin 
labor: 


I= Pj:Po = (p1:po) x (to:t1) = pito:poty, 


where po and pj are units measuring the volume 0 
output in the base period and the period under re- 
view, while to and ty are the expenditures of living 
labor in the same periods. The same value of this 
“index of the variable constituent” can be ex- 
pressed by the formula: 


I = (to:po):(t1:p1), 


where to:po is the value of a unit of output in the 
base period and tj:p, its value in the period und 
review. Hence the index of productivity rises i 

inverse proportion to changes in the value of a u 
of the given product. From this it is clear that 

volumes of output po and pi should fully lend 
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emselves to comparison in the periods being ex- 


nined and should correspond to the expenditures al and in the other, large prefabricated blocks 
living labor embodied in them. and panels made elsewhere. In the second case 
How do we achieve such a comparability of prod- relatively much less living labor will be needed per 
tS expressed in expenditures of living labor ? unit of living space, but the productivity of labor 
Here is an illustration. In the construction of will not be directly proportional to this index. Let 


case ordinary bricks serve as the building materi- 


uses in which — all other conditions being equal us suppose that at two housing sites the costs of 
the actual living space in sq.m. may serve as production per 1000 sq.m. are composed of the fol- 
e unit in which to reckon their use values, in one lowing elements (in thousands of rubles): 


Housing site 


1,500 500 2,000 25 % 
1,250 250 1,500 16.7% 


According to the method usually used, if output in errors that arise from the use of indices of gross 
nd remains constant (1000 sq.m.), the expenditures output instead of net output may reach unaccepta- 
living labor (v + m) have been cut in half. The ble magnitudes. A method which shows a 100% in- 
mclusion is then drawn that labor productivity has crease instead of a 33% increase, for instance, is 
ubled. However, the structure of the expendi- hardly of any use. 
res of past and living labor at the two sites shows On the scale of whole branches of production with 
at out of the 1,000 sq.m. at the first site only a more Stable structure, the possibility of such 
out a quarter of this space (pj = 250 sq.m.) can grave blunders is ruled out. However, even here 
-accounted for by living labor, while at the sec- we can still have systematically erroneous conclu- 
d site only one sixth (pg = 167 sq.m.) can be ac- sions in the direction of exaggerating the increase 
unted for by living labor. Consequently, the ac- in labor productivity. The point is that the growth 
al productivity of living labor at the second site of gross output normally exceeds the growth of net 
terms of one sq.m. rose not by 100% but only by Output, for according to Marxist theory the rise in 
%. (P = pgty:pytg = 167 x 500:250 x 250 = 133). labor productivity derives precisely from the fact 
st us note that according to the total expenditures that the share of living labor decreases while the 
+ Vv + m) per 1,000 sq.m. the increase in labor share of past labor increases, with the sum total 
oductivity will also be 33% (2,000:1,500 = 133%). of the labor embodied in the product falling. This 
\is is achieved by having the compared values of theoretical conclusion is also corroborated in prac- 
oss output reduced to net output through multi- tice. Thus, according to Central Statistical Admin- 
ication by its share in the gross output as de- istration reports the volume of gross output in the 
rmined by the structure of expenditures k = whole of Soviet industry between 1950 and 1955 (in 
+ m):w. constant prices) rose by 85% while the number of 
This solution is based on the presumption that workers increased from 11,308,000 to 14,281 ,000, 
2 value of gross output in any branch of produc- or by 27%. (19) By following the Central Statisti- 
mn may easily be divided into the elements of ex- cal Administration s method we get a 46% increase 
nditure c+v+m. The value of these elements in labor productivity in the space of five ae 
fully equivalent to their utility, which makes However, by analyzing the changes in the structure 
ch of these elements mutually commensurable in of the gross output of Soviet fais tines: ie Ais 
manufacture of goods of a given type and also in that according to the available data the net outpu 
a 1 At the same time, by estimating comprised not less than 49.5% of the gross output 
Baiue - the elements of living labor in the in 1950 while in 1955 this figure was not wee than 
ss output according to its share k in total value 44.5%. In other words, in ne ae eae its s ae 
we can also separate from the gross output the in the gross output dr Lao, a ee y; 
Hire net output, both in terms of its labor mane eo oaeeiee ee pe ee 6 
Li ri ical volume in kind. OF Bs , 
* ES local produc- crease in the productivity of living labor, with the 
2 » livi Sore in separate sections of pro- number of workers remaining constant, was only 
i. with a sharply changing structure, the 31% instead of 46%. One would think that such a 
3 
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marked difference in reckoning labor productivity 
according to gross output and according to net out- 
put of the workers should not be disregarded. 
Although index computations in general cannot by 
their very nature guarantee complete accuracy, giv- 
en the unquestionable possibility of making these 
calculations more precise, we must first of all re- 
view all the methodological principles of our calcu- 
lating practices in the light of Marxist theory. 
There are many vulnerable features in our calcula- 
tions. One, for instance, derives from the devia- 
tions of prices from values. However, when we cal- 
culate indices on the scale of the whole national 
economy these deviations become less marked, com- 
pensate for each other, and do not noticeably influ- 
ence the accuracy of the calculations. As for cal- 
culating indices on the scale of separate enter- 
prises, these may be corrected wherever necessary 
provided adequate attention is paid to changes 
(m + v) in the structure of the costs of production. 
It is much harder to appraise the effect that 
significant time and spatial changes in the variable 
composition of output have on the index of this out- 
put. So far our accounting practices do not even 
try to take into consideration the errors arising 
therefrom in the currently calculated indices of la- 
bor productivity, although theoretically this prob- 
lem can be fully solved. To achieve this end, when 
there are any changes in the composition of the so- 
cial product it is quite enough to determine merely 
the full economies in the social costs of production 
in all branches of labor. There can be no economy, 
of course, as regards articles taken out of produc- 
tion or the production of goods which has just be- 
gun. As for the rest, in our accounting practice 
we already reckon the reduction in “production 
costs” with an accuracy to the nearest ruble. In 
particular, in the first nine months of 1958 it com- 
prised for the whole of Soviet industry (according 
to Central Statistical Administration preliminary 
estimates) about 3% in comparison with the results 
for the preceding year. Production costs are com- 
puted here in percentage of the entire commodity 
output being compared. Consequently, with re- 
spect tothe net product we should roughly double 
this percentage of economy and, furthermore, by 
considering the surplus product we should multiply 
it by the percentage corresponding to the average 
rate of accumulation (m:v). Then the whole of this 
economy expressed as a percentage of the net prod- 
uct e:(v + m) would serve as a measure of the in- 
crease achieved in the productivity of living labor, 
regardless of any changes in the composition of 
the volumes of output being compared. In com- 
paring this index with other indices of the variable 
composition, it could also be used to check 
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both their relative accuracy and usefulness. 

The advantage of this index, derived according to 
the formula A P = e (v + m), is first of all that both 
inthe numerator and the denominator of the frac- 
tion e:(v + m) the elements of value computed in 
money form with accounting accuracy are fully con 
parable. By completely excluding from the calcu- 
lation all the costs of past labor we can derive a 
more accurate index in two respects. As we know, 
the deviation of prices from values in the evalua- 
tion of the products of past labor sometimes 
reaches very significant dimensions. But by exclu 
ing from the gross product all those elements of 
value that can be estimated with the least accuracy 
we also avoid all the related mistakes in the com- 
putation of the index. At the same time, by sub- 
tracting all these material costs of production fron 
the value of the product, we can take into account 
in our index not only the full economy derived fron 
the increased productivity of living labor but also 
that share of it achieved by economizing on ele- 
ments of past labor in the given branch of produc- 
tion. 

The value of the compared products in territor- 
ial indices valued in identical current prices may 
also Serve as a measure of the “physical” volume 
of this output. In indices that measure the changes 
in production over time, this is expressed in con- 
Stant prices. Then, by comparing such “volumes” 
of gross or net output with the expenditures of la- 
bor in labor time we can also measure the changes 
in the productivity of labor by the formula P = p:t. 
However, the denominator of this index t as a meas 
ure of labor and its numerator as a measure of the 
volume of output are interpreted differently in our 
accounting practice. To choose the best interpre- 
tation a theoretical analysis and a comparative 
assessment of the possible variants is required. — 

Expenditures of labor can be measured in man- 
hours, days, months and years of labor time. In 
practice we usually regard the labor force contin- 
gent as including only those workers who take part 
in actual production, disregarding all the auxiliary 
and service personnel, apprentices, as well as all 
office employees and engineering-technical per- 
sonnel. However, there is nothing to substantiate 
this practice. In reckoning the number of workers 
in the USSR, the average number of personnel on — 
the roster is taken into consideration. In the USA 
the personnel appearing for work are taken into con 
sideration. The question of whether we should take 
into consideration all the paid labor time, includin 
stoppages, or only the time in which labor is actu- 
ally performed, is being discussed. Sometimes ; 
we also have the problem of reducing complex la- 
bor to simple labor in our accounting of employed 
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bor power. Naturally, the correct solution of 
lese problems depends on the way in which they 

re posed. Thus, to set standards of labor con- 
umption for various concrete jobs or parts, we 
lust have detailed data on labor time in hours and 
linutes and, moreover, data on the time in which 
bor is actually performed. Furthermore, data is 
eeded for the productive workers of the required 
kill who directly perform the labor in question. 
Owever, a different approach is required in study- 
ig social labor requirements and the productivity 
f labor for the purpose of the planned distribution 
f the entire labor force in accordance with the 
ountry’s requirements. We must have a full ac- 
Junting of the entire personnel employed in the 
roduction of goods and determine the total social- 
‘necessary costs of production thereby incurred. 
his task also presupposes a full accounting of the 
xpenditure of time by this personnel and all 

sses of time throughout the labor year. Stoppages 
f production, absenteeism and other failures to 
irn up for work, the number of hours of daily work 
ad the number of holidays must all be taken into 
ccount in analyzing the conditions of labor and its 
roductivity. However, since we are interested in 
le progress of people’s labor in the real condi- 
ons of their existence, a full year of work is suf- 
cient to assess their productivity. 

The idea of limiting the assessment of the amount 
‘labor consumed in production to the expenditure 
‘labor by production workers only is patently un- 
nable. This stems from the general definition 
-cording to which the value of goods and the 

mount of labor consumed in production change in 
verse proportion to the productivity of labor. If 
ulue (w = t:p) is determined by the entire amount 
‘labor embodied in the product, not excluding the 
bor of auxiliary personnel and of engineering- 
chnical personnel, then in the inverse magnitude 
:t) we cannot have a different composition of the 
bor force in ascertaining the productivity of la- 
yr. If we disregard this we will continue making 
istakes. Thus, in the example cited earlier re- 
irding the growth in the productivity of labor in 
dustry between 1950 and 1955, the number of pro- 
ction workers increased by 27% in the five years, 
tile all production personnel in industry in- 
eased in the same period by only 22%. By divid- 
the index of the growth of output by the greater 
these two numbers the Central Statistical Ad- 
nistration unquestionably understated the growth 
labor productivity by a few per cent. 

Taking into consideration the future development 
various groups of the working class on the way 
‘communism, one may foresee even more serious 
mplications connected with the above factor. The 


growth of automation may result in the more dis- 
tant future in the replacement of production work- 
ers by engineering-technical personnel, whom our 
Statisticians exclude in general from their com- 
putations of the indices of labor productivity. Is it 
sensible, in such an important matter, to base our 
index methods on a disappearing foundation? After 
all, in the final analysis it is labor productivity 

that is the paramount condition for winning the com- 
petition with capitalism. 

In view of the tendencies of our social de- 
velopment it is worthwhile dwelling further on 
the question of the so-called reduction of complex 
labor to simple labor. This problem is still agi- 
tating Some economists. There is no question that 
with the advance of automation labor will increase 
in complexity. But at the same time not only the 
contrasts but even the essential distinctions be- 
tween mental and manual labor will disappear. Our 
society expects every one of its members to make 
his contribution according to his ability. But it 
does not provide for any discounts because of some- 
one’s inability or any bonuses for brilliance in the 
distribution of products under communism. 

In our country labor power has long since ceased 
to be a commodity. There is already a tendency 
for the levelling out of wages. Later on, the neces- 
sity for wage payments will disappear in general. 
In the conditions of communism there will be no 
need to reduce complex labor to simple labor, 
which, for that matter, would be impossible. How- 
ever, even now, under the conditions of socialism, 
talk about the need for reduction is merely a hang- 
over of the past. It is not finding any application 
in our practice and, in any case, we cannot recom- 
mend any reduction of complex labor to simple la- 
bor in computing the individual or local productiv- 
ity of labor. This would run counter to all the 
requirements of the socialist competition move- 
ment in which each group of workers seeks to at- 
tain the best results in production in the interests 
of the entire country. One need only reduce com- 
plex labor to average or simple labor by putting an 
equal sign, for instance, between the work of every 
competent employee and the work of two incompe- 
tents, or between the work of every shock-worker 
and the work of three shirkers, for the productivity 
of labor of all groups of workers to even out at 
once in defiance of the iron logic of hard facts. 
This reduction would probably be quite a consola- 
tion for all shirkers, but it would take the very 
heart out of the idea of the socialist competition 
movement. And the socialist competition move- 
ment is the highway to communism. 
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ers According to Fulfillment of Quotas,” Uchenye 


zapiski po statistiki, Vol. I, Moscow, 1955. 
440k 


. 
f 


FOREIGN TRADE AND INTERNATIONAL ECONOMIC RELATIONS 


3. MIROSHNICHENKO: 


Voprosy Ekonomiki, No. 3, 1960 


-oordination of the National Economic Plans of the 


ocialist Countries 


The greatest advantage of the socialist economic 
system is its planned character of economic de- 
felopment. This has been brilliantly confirmed by 
he USSR’s record of more than 40 years of build- 
ng socialism and communism and by the experi- 
nce which the People’s Democracies have gained 
n socialist construction. 

With the establishment of public ownership of the 
neans of production the law of competition and 
archy of production inherent in the capitalist sys- 
em loses its force and the law of planned, propor- 
ional development of the national economy begins 
0 operate. As a result of planned national eco- 
omic development the socialist countries are 
jpared the colossal expenditures of social labor 
yhich are inherent in the capitalist economy. They 
ave ensured the economical and effective utiliza- 
ion of all their resources. The drawing up of long- 
erm plans is a most important task for the Party, 
overnment and economic bodies of every socialist 
ountry. The great economic and political tasks 
an be solved only on the basis of plans drawn up 
or a number of years ahead. V. I. Lenin taught 
hat it is impossible to work without a plan for sev- 
ral years ahead. When in 1920 the Soviet Union 
ommenced to draw up the world’s first long-term 
tate plan for the electrification of Russia, Lenin 
aid that “it is necessary to inspire the masses of 
orkers and politically-conscious peasants with a 
reat 10-20 year program.” (1) Many years of ex- 
erience gained by the USSR in building socialism 
nd communism vividly demonstrate how excep- 
onally important long-term plans are for the suc- 
essful economic development of the Soviet coun- 
y, for raising the cultural level and improving the 
ell-being of the Soviet people. 

With the establishment of the world socialist sys- 
2m the advantages of the planned economy have in- 
reased even more on the basis of the extension 
nd consolidation of economic cooperation among 
1e socialist countries. 
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In the first years after the victory of the people’s 
democratic revolutions the economic development 
plans in the People’s Democracies were drawn up 
for short periods, chiefly for one or two years. 
Main attention in these plans was paid to the most 
rapid rehabilitation of the economy destroyed by 
war. Simultaneously with the rehabilitation of their 
national economies the People’s Democracies ex- 
tended the position of the socialist sector in their 
economies. The share of the capitalist sector in 
industry was still considerable at the time because 
the nationalization of the large and medium indus- 
tries was carried out in most of the People’s De- 
mocracies not at once but in several stages. The 
capitalist sector occupied a particularly big place 
in internal trade, not to speak of agriculture. The 
multi-form character of the economy limited the 
sphere of operation of the law of planned propor- 
tional development of the national economy in these 
countries. Yet towards the end of the rehabilita- 
tion period the share of the socialist sector in- 
creased considerably, particularly in industry and 
trade. Asa result of this the sphere of operation 
of the economic laws of socialism, including the 
law of planned, proportional development, has been 
considerably extended. 

The consolidation of the socialist sector of the 
national economy enabled these countries to intro- 
duce planning on a much wider scale in all branch- 
es of the economy. The solution of the new 
tasks in the sphere of socialist construction made 
it necessary to draw up plans not for one or two 
years, but for much longer periods. Using the rich 
experience of the Soviet Union, the People’s De- 
mocracies have begun to draw up and implement 
long-term plans of national economic development. 
These long-term plans play the leading role in 
planning practice. 

In the course of implementing the first long- 
term plans of national economic development the 
People’s Democracies have made considerable 
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headway in industrialization. As a result of so- 
cialist industrialization, formerly backward, agrar- 
ian countries like Poland, Hungary, Rumania and 
Bulgaria have become industrial and agrarian coun- 
tries with a well-developed heavy industry. Czech- 
oslovakia and the German Democratic Republic have 
reconstructed the framework of their industries in- 
herited from capitalism and have made great prog- 
ress in their further development. The develop- 
ment of industry in the People’s Republic of China 
and in other socialist countries of Asia is also pro- 
ceeding at high rates. 

According to preliminary estimates the volume of 
industrial production of all the socialist countries 
in 1959 exceeded the prewar level by more than 5 
times, while the industrial output of the capitalist 
countries only doubled. Even more striking are the 
data on the rates of industrial development in indi- 
vidual socialist countries. Gross industrial output 
in the USSR in 1959 was approximately 40 times 
greater than in 1913. Compared with 1958 the in- 
crease in industrial production in the USSR in 1959 
was more than 11%, in the People’s Republic of 
China — 39.3%, Poland — 8.8%, Czechoslovakia — 
10.9%, the GDR — 12%, Hungary — 12%, Rumania — 
11.1%, Bulgaria — 25%, and in the Korean People’s 
Democratic Republic — 53%. 

Developing their socialist economy, some Peo- 
ple’s Democracies have already surpassed the eco- 
nomically developed capitalist countries of Western 
Europe in the per capita production of the most im- 
portant items of heavy industry. Inthe per capita 
production of pig iron and steel Czechoslovakia, 
for example, occupies one of the leading places in 
the world. Poland has considerably surpassed Italy 
in the per capita production of a number of indus- 
trial items and in the next few years it will ap- 
proach the level of France. The GDR is 
surpassing Western Germany in the per capita 
production of many important types of prod- 
ucts. 

The People’s Democracies have also achieved 
great successes inthe development of agriculture. 
Providing tremendous material assistance to agri- 
culture by supplying it with machinery, equipment, 
mineral fertilizers, etc. and extending every possi- 
ble support to the agricultural production coopera- 
tives that are developing on a strictly voluntary 
basis, the People’s Democracies are ensuring a 
rise in agricultural production and an improvement 
in the welfare of the peasants. The volume of agri- 
cultural production in all the People’s Democracies 
at present has surpassed the prewar level. This 
enables them to satisfy more fully the re- 
quirements of industry in agricultural raw mate- 
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rials and those of the population in food. 
2K 

Close cooperation is the basis for the successfu 
economic development of all socialist countries. 
The most important features of cooperation among 
the socialist countries are, first, that it is develop 
ing in a planned way, and second, that the interests 
of every socialist country are taken into strict con 
sideration, which means that this cooperation is of 
mutual benefit for them. This is not all, of course 
for the most essential element in the relations 
among the socialist countries is mutual assistance 
and primarily the economic assistance rendered b 
the most developed countries to those that were 
economically backward in the past. 

The planned nature of the economic cooperation 
of the socialist countries does not at all mean that 
the economy of every socialist country is develop- 
ing in accordance with a plan drawn up for all 
countries of the socialist camp as a whole, and 
that, consequently, a socialist country receives ir 
structions from outside as to the rate at which it 
should develop its economy, in what quantities it 
should manufacture certain types of industrial prot 
ucts, and in what proportions it should distribute 
its national income for purposes of accumulation 
and consumption, etc. This, indeed, is not so. 
Every socialist country is a sovereign, independer 
state and it develops its economy guided by its ow 
interests, possibilities, etc. Yet at the same time the 
common ideology and common aim -- the building of 
communism -- predetermine a Single trend of eco- 
nomic policy and the character of economic develop- 
ment for all socialist countries. This also predeter- 
mines their mutual relations: every socialist countr 
considers it to be its international duty to help the otk 
socialist countries and closely cooperate withthem. 

Although the development of the world socialist 
economic system is not planned from one planning 
center and the socialist countries do not have a 
Single long-term economic plan, their close co- 
operation with each other has made it necessary t 
coordinate their national economic plans. Such cc 
ordination of their national economic development 
plans means linking up and mutually adjusting the 
development of the major branches of their econ- 
omy on the basis of equality and complete volun-_ 
tariness on the part of the participants, so as to é 
sure high rates of growth of production in the so- 
cialist camp as a whole, and in every socialist 
country separately. The coordination of the na- — 
tional economic plans of the socialist countries — 
enables every country to plan the most rational 
utilization of its natural resources, production ca- — 
pacities and manpower reserves, the most rations 
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Se of capital investments, to take better account of 
ne concrete conditions of their economic develop- 
1ent and the requirements of the fraternal coun- 
ries, to ensure greater mass output of manufac- 
ired goods, raise the technical level and reduce 
ne costs of production. 

The coordination of national economic plans is a 
ew and higher stage of economic cooperation 
mong the socialist countries. Comrade N. S. Khru- 
hchev pointed out in his report to the 21st Con- 
ress of the CPSU: “Coordination of the national 
conomic plans is the form in which the productive 
fforts of the socialist countries are pooled in the 
urrent stage.” Such coordination is capable of en- 
uring in the most complete way a planned and ef- 
ective economic cooperation of the socialist coun- 
ries in all its forms. 

The planned nature of the economic cooperation 
f the socialist countries means that in drawing up 
S national economic development plans every 
ountry has the possibility not only of determining 
a advance the internal resources it will have at its 
isposal in the planned period of development but 
Iso of taking into account the advantages of the in- 
ernational socialist division of labor. This is par- 
icularly important because it permits much higher 
ates of economic development to be achieved com- 
ared with those which would have been possible if 
ach country relied only on its own resources. The 
iternational socialist division of labor makes it 
ossible to combine correctly the national interests 
f the peoples building socialism and communism 
rith the interests of the entire world socialist sys- 
2m. 

In drawing up its national economic plan a so- 
ialist country proceeds on the basis of agreements 
has concluded with other socialist countries that pro- 
ide for firmly guaranteed outside sources of re- 
ources which it lacks. No fluctuations in the 

orld market can cause a violation of these agree- 
1ents as regards deliveries or the terms of de- 
veries, as happens in the relations among capital- 
3t countries. Planned cooperation enables every 
\cialist country to determine its volume of pro- 
uction for several years ahead, including the out- 
ut of those items which are produced in quantities 
dove its internal requirements. 

In his report to the 21st Congress of the CPSU 
omrade N. S. Khrushchev vividly and convincingly 
10wed how important the planned international so- 
ialist division of labor is for each country and for 
1e socialist camp as a whole: 

“By itself no country could develop at the rapid 
uce at which it develops within the system of so- 
alist countries. The distinctive feature of the 
onomic development of the socialist countries is 


that their interrelations are consolidated as they 
go forward, and the world socialist system is thus 
further cemented ... The growth and development 
of each socialist country tends to reinforce the en- 
tire socialist system. Herein lies our strengthand 
the guarantee of the imminent victories in social- 
ism’s peaceful competition with capitalism.” 

Like the Soviet Union, in drawing up their long- 
term plans the People’s Democracies proceed from 
the fact that the purpose of socialist production is 
the maximum possible satisfaction under existing 
objective conditions of the constantly rising re- 
quirements of the whole of society. The realiza- 
tion of this aim demands continuous economic de- 
velopment at a high rate on the basis of the constant 
technical improvement of production. It is objec- 
tively necessary, therefore, to ensure the priority 
development of the production of the means of pro- 
duction, i.e., priority development of heavy indus- 
try, capable of satisfying the requirements of the 
national economy in machines, equipment, fuel, 
electric power, etc. 

Great amounts of resources are necessary for 
the solution of the task of establishing a modern 
heavy industry in a short period of time. Even 
large states cannot easily find such means, not to 
speak of small and medium-sized states. Yet be- 
cause of the existence of the world socialist sys- 
tem, and with the help of such a mighty socialist 
country as the Soviet Union, this task is being suc- 
cessfully implemented by the People’s Democra- 
cies. As aresult of the continuously developing 
international socialist division of labor there is no 
need for every country to establish all branches of 
heavy industry within its borders. Development of 
all branches of heavy industry would be economi- 
cally inexpedient and impossible for most of the 
People’s Democracies. Things are quite different 
as regards the Soviet Union and the People’s Re- 
public of China. They occupy huge territories, 
have numerous manpower reserves at their dispos- 
al, and possess great natural resources. There- 
fore it is possible for them to develop an inte- 
grated industrial complex and at the same time 
actively participate in the international socialist 
division of labor. 

Industry is developing in the People’s Democra- 
cies with due account for the specific features of 
each country, its natural conditions, the economic 
expediency of establishing one or another industry, 
on the basis of extensive specialization and coop- 
eration among all the socialist countries. This 
enables every country to utilize its material, labor 
and financial resources in the most rational way 
and not to disperse them on numerous projects. 
As a result, the People’s Democracies are able to 
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ensure high rates of development of their indus- 
tries, particularly heavy industry. 

In accordance with the law of planned, proportion- 
al development operating within the entire world 
socialist system, the division of labor within the so- 
cialist camp is developing not spontaneously but ac- 
cording to plan. As we know, the initial form of 
economic cooperation among the socialist countries 
was bilateral short-term trade agreements be- 
tween the USSR and other socialist countries. These 
agreements provided for mutual deliveries of goods 
and for assistance in the rehabilitation and develop- 
ment of the national economy. With the completion 
of economic rehabilitation there appeared new 
forms of economic cooperation among the socialist 
countries. It has become necessary to organize the 
kind of cooperation that would ensure the planned 
development of the international division of labor 
within the socialist camp for the purpose of utiliz- 
ing in the most rational way the economic potential 
of each individual country and of the socialist camp 
as a whole. Already in the very first stage of de- 
velopment of economic cooperation among the so- 
cialist countries, a Council for Economic Mutual 
Assistance was established in 1949 to pool the ef- 
forts of the socialist countries in solving the tasks 
of economic development of each country and of the 
socialist camp as a whole. Since its establishment 
the Council has done a great deal to organize the 
planned development of economic cooperation 
among the socialist countries. Particularly impor- 
tant was the Council’s work in coordinating the 
long-term national economic plans of the socialist 
countries, a job which it has carried out in the past 
few years. Such coordination of the national eco- 
nomic plans has become a most important task of 
the Council. This work is conducted on a large 
scale at present, since most of the People’s Democ- 
racies have completed their first long-term plans 
of economic development. 

When the socialist countries began to draw up 
their new long-term plans (most of them for 1956- 
1960) they already had considerable production ca- 
pacities at their disposal in industry. It became 
necessary to coordinate to the maximum the long- 
term plan of each country with the plans of other 
countries in order to ensure, first, fuller use of 
these production capacities, and second, to prevent 
parallelism in the development of similar types of 
production. Such parallelism frequently occurred 
during the implementation of the first long-term 
economic development plans in the People’s De- 
mocracies, when economic cooperation among the 
socialist countries was carried out basically in the 
form of mutual deliveries of certain types of raw 
and other materials, fuel, foodstuffs and equipment, 
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while coordination of the national economic plans 
was not yet developed. As a result some People” 
Democracies established industrial enterprises 
that manufactured similar types of products (this 
was especially evident in the machine-building in 
dustry) in quantities that were in excess of the in 
ternal requirements of the country and without re 
gard for the possibility of exporting the products! 
other socialist countries. These enterprises did 
not work at full capacity and their finished prod- 
ucts were expensive. Some industrial enterprise 
were built without taking account of fuel and raw 
material resources. This hindered the implemen 
tation of the economic development plants, capita 
investments were dispersed, considerable funds 
were allocated for the development of industries 
less promising for the given country, to the detri 
ment of more promising industries. Extremely 
strained rates of development of some industries 
and the inability, in such conditions, to invest suf 
ficient funds in agriculture caused partial dispro- 
portions in the national economy. Capital invest- 
ments were dispersed over too many projects, th 
slowing down their commissioning. Such drawbat 
were exposed and overcome in each country unde 
the leadership of the Communist and Workers’ Pa 
ties of these countries. Yet many of these draw- 
backs could be fully eliminated only through coor 
nation of the economic development plans of the 
individual socialist countries. Such coordination 
has become vitally necessary. 

In drawing up the new coordinated long-term 
plans it was important to provide for the elimina: 
tion of the existing disproportions in the economi 
development of the individual People’s Democra- 
cies by further extending the international social. 
division of labor, distributing the capital invest- 
ments among various branches of the national ecc 
omy in a more rational way and ensuring a furthe 
acceleration of the rates of economic developmel 
of the entire world socialist system. Particular 
tention was and is being paid to the planned devel 
ment of specialization and cooperation of produc: 
tion in the socialist camp, for they make it possi 
to attain the necessary coordination in the develc 
ment of the major branches of the national econo 
of the socialist countries. The solution of this ta 
is possible only on the basis of a consistent polic 
of coordinating the long-term national economic 
plans of the socialist countries. 

Important problems of coordinating the develo 
ment of interconnected branches of the national 
economy of the member countries of the Counci’ 
for Economic Mutual Assistance were widely di 
cussed at the Council’s sessions and at the mee 
ings of its standing committees. They included 
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oblems of coordinating the development of such in- 
stries as machine building, instrument- making, 
rrous and non-ferrous metallurgy, coal and oil, etc. 
The Berlin session of the Council for Economic Mu- 
al Assistance held in May, 1956 determined the line 
be taken in coordinating plans and established a 
mber of branch commissions to carry out this work. 
1e work of coordinating the long-term plans for 1956- 
60 carried out after this session was of great im- 
rtance for the further extension of the international 
vision of labor within the world socialist system and 
r a great economic advance of all the socialist coun- 
es. This was noted in particular at the Council’s 
ursaw Session in June, 1957. It adopted a declara- 
m which stated that the Council’s work of coordi- 
ting the national economic plans played an important 
rt in the general progress of socialist construction 
the Council’s member-countries. The work of co- 
dinating the national economic plans was continued 
the later sessions of the Council. Its 11th session 
scussed problems of importance for all the Euro- 
an People’s Democracies. Among them were the 
iority development of the sources of raw materials 
- the metallurgical industries, including the increase 
the production of coking coal, ferrous and non- 
-rous metals, and the improvement of electric pow- 
supply. 
Of particular importance was the coordination ofthe 
ig-term plans for the development of machinebuild- 
;, because parallelism in the development of produc- 
m in the separate countries occurred most frequent- 
in this industry. When plans for the development of 
ichine-building in 1956-1960 were coordinated, the 
rel of production of the major types of machines and 
uipment was established. Agreement was also 
ached on specialization and cooperation in the pro- 
ection of many types of machines and equipment, in- 
iding various types of metal-cutting machine tools, 
‘ge and press equipment, products of the electrical, 
ricultural and transport machine-building indus- 
es, shipbuilding, automobile and tractor industries. 
In determining the specialization of production in 
» individual socialist countries both their own re- 
irements and the requirements of all other social- 
‘countries are taken into consideration. The es- 
ace of specialization and cooperation in production 
hin the world socialist system lies in the principle 
tt, with strict observance of equality in the econom- 
relations among the socialist countries, irrespective 
their economic might, and with strict observance of 
. interests of each country, the resources should be 
tributed in the most rational way among various 
anches of the national economy within each country 
1 within the world socialist system as a whole, in 
Jer to create conditions for the complete and unin- 
rupted satisfaction of the requirements of the 


socialist countries for concrete types of products 
manufactured by each country. Strict specializa- 
tion of production of individual types of industrial 
products is economically profitable not only for the 
producer countries but also for consumer coun- 
tries, for it makes it possible to increase the vol- 
ume of output, to apply mass production and pro- 
duction in large series, to reduce the costs of pro- 
duction and raise the technical level of the manu- 
factured products. 

The coordination of specialization in the indi- 
vidual industries and types of products does not at 
all mean that the economy of a country develops de- 
pending on the will or wish of other countries, with- 
out consideration for its natural conditions, nation- 
al traditions, experience, etc. On the contrary, 
these factors play an important role. The GDR, for 
example, will continue to develop its machine- 
building and chemical industries. Parallel withthe 
development of machine~building Poland attaches 
great importance to the development of fuel and 
chemical industries using her large natural re- 
sources. Rumania is developing her oil extracting 
and oil refining industries, etc. 

National economic plans are coordinated in those 
major industries in which coordination and mutual 
adjustment are of interest to all socialist countries. 
This concerns, in the first place, the volume of 
production in the basic branches of heavy industry: 
the fuel, iron ore, metallurgical, chemical, power-~- 
generating and machine-building industries. 

The question of attaining constant proportionality 
between the raw material and processing industries 
not only within each country but within the entire 
world socialist system has acquired great impor- 
tance in connection with the task of further extend- 
ing specialization and cooperation of production in 
the socialist camp. 

It is difficult for individual European People’s 
Democracies to fully achieve such proportionality 
within their own national economies, and for certain 
types of products it is even impossible. 

The GDR, for instance, is unable to satisfy from 
its own resources the growing need of its machine- 
building industry for metal. Poland cannot develop 
her iron and steel industry without importing iron 
ore from other countries, etc. Yet the world so- 
cialist system as a whole has at its disposal huge 
resources that can be used for further successful 
development of all branches of the national econ- 
omy. 

The correct distribution of capital investments 
among individual branches of the economy in each 
country is ensured on the basis of the agreed co- . 
ordination of plans for the growth of production in 
the major industries. In addition, the countries 
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agree jointly to develop in one country or another 
such types of production as would be of interest to 
several of them and extend the necessary loans to 
the country in question for capital investments. 
The enterprises constructed jointly by several so- 
cialist countries remain the property of the state 
on whose territory they are situated. The German 


Democratic Republic and Czechoslovakia, for exam- 
ple, are helping Poland to develop her coal industry. 


In 1957 they concluded an agreement with Poland 


under which she received long-term credits for this 


purpose amounting to 650 million rubles (of which 
400 million rubles were given by the GDR and 250 
million rubles by Czechoslovakia). Rumania and 


Hungary have begun to utilize jointly the rich natur- 
al gas resources in Rumania. They have also begun 


jointly to build chemical combines on their terri- 
tories, etc. 

When several countries pool their efforts to build 
industrial enterprises they can divide their labor 
in a rational way. As an example we may cite the 
construction of a cellulose plant in Rumania that 
will process large reserves of reeds growing inthe 
Danube estuary. This plant is being built jointly by 
Rumania, Czechoslovakia, Poland and the GDR. 
The Polish People’s Republic is working on the 


technical problems of production and is responsible 


for the transportation of goods required by the 


plant and for the construction of port facilities. The 


GDR is mainly manufacturing the technological 
equipment and machines. Czechoslovakia is work- 
ing on the problem of industrial processing of lye 
waste to obtain sodium salts and is manufacturing 
equipment required for this purpose and for power 
generation. Rumania is carrying out industrial 
construction. 

Plans are coordinated not only in industry but in 
agriculture, too. Deliveries of vegetables, fruits 
and grapes from Bulgaria to the USSR, Czecho- 
slovakia and the GDR are taken into consideration 
when the latter countries draw up their annual and 
long-term plans. Stressing the exceptional impor- 
tance of specialization and cooperation in the agri- 
cultural production of socialist countries, Comrade 
N. S. Khrushchev said: “We have to follow the 
road of close collaboration and cooperation in or- 


der to use land in a more rational way in each coun- 
try, to grow products that can be grown better there 


considering the existing climatic conditions, and 
through the mutual exchange of these products to 
satisfy the requirements of the working people of 
each socialist country.” 


At its regular meeting in Sofia in December 1959, 


the standing commission on economic, scientific 
and technical cooperation in agriculture of the 
Council for Economic Mutual Assistance discussed 
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the problem of specialization of certain branches 
of agriculture in the member countries of the 

Council. The commission approved the recomme 
dations on the results of the international tests of 
machines carried out in 1959, and on other ques- 
tions concerning mechanization and electrificatio. 
of agriculture, specialization in the production of 
high-quality seeds and various planting materials, 
irrigation and drainage of agricultural lands. 

At the conference held in Moscow in February 
1960 on the exchange of. experience in the develop 
ment of agriculture the representatives of the Cor 
munist and Workers’ Parties of the European so- 
cialist countries discussed a number of problems 
of the development of agriculture, the possibilitie 
for the fullest utilization of its resources and the 
prospects for the further advancement of agricul- 
tural production in their countries. The partici- 
pants in the conference agreed that the Council, 
drawing upon the exchange of views at the confer- 
ence, should study the possibilities for further 
specialization in agricultural production, agricul- 
tural machine building and the production of chen 
icals for agriculture, taking account of the interes 
and potentialities of each country. Cooperation 0} 
the socialist countries is being extended therefor 
not only in industry but in agriculture, too. 

At the same time, there is no need for the so- 
cialist countries to consider and coordinate their 
national economic development plans as regards 
internal trade, cultural institutions, public health 
facilities, housing construction, public services 
and other similar spheres. Each country sets it- 
self tasks in these spheres of activity in accord 
with the level of its economic development, its hi 
toric past, national features, and other conditions 
of the country’s development. 

The conference of representatives of the Comn 
nist and Workers’ Parties of the member countri 
of the Council for Economic Mutual Assistance h 
in Moscow in May 1958 noted the great importanc 
of coordinating the long-term national economic 
plans. It also noted that the Council and its stanc 
ing commissions have done considerable work in 
preparing recommendations for the drawing up 0: 
long-term plans of national economic developmer! 
of the socialist countries. The representatives 0 
the Communist and Workers’ Parties unanimous] 
confirmed the need for the fullest utilization of tl 
great possibilities of the socialist countries an 
the full consideration of their mutual interests a 
drawing up their long-term plans, and also the 
for the extension of the mutually beneficial form: 
of cooperation with a view to raising the level o 
industrialization of the countries with a less de- 
veloped industry. The conference worked out 
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proved recommendations on further developing 
onomic cooperation among the socialist countries, 
operation and specialization in production, as well 
recommendations for the drawing up of long- 
rm national economic development plans of the 
Cialist countries. 

The 12th session of the Council for Economic 
itual Assistance held in December 1959 noted the 
nstantly increasing role played by the Council in 
ganizing economic cooperation among the mem- 
r-countries. The session approved recommenda- 
ms on further specialization in the production of 
ajor types of chemical equipment and certain 

pbeS of machinery and equipment for the sugar, 
eat-processing and paper industries. It also ap- 
oved measures for extending cooperation in the 
yn and steel industry, etc. In view of the experi- 
ce accumulated in the sphere of economic co- 
eration among the socialist countries and the de- 
rability of having a charter to replace the earlier 
cisions defining the aims, principles and organi- 
tional forms of the Council’s activities, the ses- 
yn considered and approved the Charter of the 
uncil for Economic Mutual Assistance. 

The characteristic feature of the coordination of 
> national economic plans of the socialist coun- 
es is the principle of complete voluntariness on 
> part of each country in coordinating its plans 
th the other countries. At the same time, after 
rk on coordinating the plans is completed and 
reed recommendations are adopted, each country 
ist be sure that these agreed recommendations 

d mutual obligations will be carried out. With 

S purpose in mind, on the basis of the recommen- 
tions adopted by the Council’s sessions the coun- 
es conclude bilateral trade agreements for the 
riod of operation of the long-term plans. In the 
urse of their implementation these agreements 

2 reviewed and adjusted at the time when the cur- 
nt annual plans are being drawn up. The agree- 
mts play an important part in the implementation 
the national economic plans of each socialist 
intry. Of great importance is the strict obser- 
ace by each country of the obligations assumed 
yarding the terms of delivery of industrial goods 
j agricultural products, and the observance ofall 
nical conditions of such-deliveries. Violation 
these obligations by any country hampers the 
1eduled work of the corresponding branches of 

. national economy of another country or even 
yeral countries. 

[he drafting of the Seven-Year Plan for the na- 
nal economic development of the USSR for 1959- 
35 and of the long-term economic development 
ns of other socialist countries for approximate- 
the same period was an important stage in 
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further developing and improving the coordination 
of national economic plans. 

The implementation of the Seven-Year Plan of 
national economic development of the USSR and of 
the long-term national economic plans of the Peo- 
ple’s Democracies opens up new prospects for a 
further expansion of economic cooperation among 
the socialist states. This will promote the fullest 
utilization of all the advantages inherent in the 
world socialist system and accelerate the econom- 
ic progress of each country. 

New long-term plans of national economic de- 
velopment of the socialist countries envisage high 
rates of economic growth in each country, with the 
priority development of the production of the means 
of production, balanced development of all branch- 
es of the national economy, a high rate of ad- 
vance not only in industry but also in agriculture, 
further rapid technical progress in all branches of 
the national economy on the basis of the extensive 
introduction of the latest advanced techniques, high 
rates of growth of labor productivity as a result of 
the increase in technical equipment, a more ration- 
al distribution of manpower among various branch- 
es of the national economy, and a rise in the 
creative production activity of the working people. 
The characteristic feature of the new long-term 
plans, like that of the previous ones, is the provi- 
sion for a steady growth in the material well-being 
of the people in each socialist country. 

The Seven-Year Plan of national economic de- 
velopment of the Soviet Union for 1959-1965 en- 
visages a growth of industrial production by ap- 
proximately 80% and of the production of the means 
of production by 85-88%; the production of electric 
power will more than double, the output of the ma- 
chine-building and metal-working industries will 
approximately double, and the volume of chemical 
production will approximately triple. Other so- 
cialist countries have also planned high rates of 
growth of industrial production for the same peri- 
od. Between 1959 and 1965 industrial production 
in Czechoslovakia and Poland will rise 80%, in the 
GDR — 88%, and in Hungary — 65-70%. A consid- 
erable economic advance will be made by the Peo- 
ple’s Republic of China. It is successfully solving 
the task of catching up in the next 10 or 12 years 
to the British level in the output of the most im- 
portant industrial products. Under the guidance of 
the Communist Party the Chinese working people 
are striving to fulfill this task in less time, in 10 
years in the main, and to overfulfill, far ahead of 
schedule, the basic tasks of the 12-year program 
of the development of China’s agriculture which 
was planned to be completed in 1967. Great 
achievements in the economic development of the | 
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People’s Republic of China in the past decade, and 
particularly in the last few years, show that the 
tasks set by the Communist Party and the Govern- 
ment of China will not only be fulfilled but consid- 
erably overfulfilled. 

The rapid growth of production in the countries of 
the world socialist system ensures the successful 
solution of the task of making the most of the time 
factor in the peaceful economic competition be- 
tween the world socialist system and the capitalist 
system. 

The implementation of the tasks set by the Seven- 
Year Plan of national economic development of the 
USSR and by the long-term plans of other socialist 
countries will make it possible to considerably 
raise the role of the world socialist system in the 
world economy. As a result of the fulfillment and 
overfulfillment of the Soviet Seven-Year Plan and 
the high rates of economic development of the Peo- 
ple’s Democracies, the countries of the world so- 
cialist system will be producing more than half of 
the world’s total industrial output. This will ensure 
the superiority of the world socialist system over 
the world capitalist system in material production, 
the decisive sphere of human endeavor. 

Apart from drawing up and coordinating the ba- 
sic tasks of the long-term plans up to 1965, the so- 
cialist countries are paying great attention to the 
coordination of long-term plans for a much longer 
period, up to approximately 1975. The possibility 
of drawing up plans for much longer periods is 
additional evidence of the great advantages of the 
planned socialist economy, of the high scientific 
level of socialist planning based on profound knowl- 
edge of Marxist-Leninist theory, of the inviolability 
of the firm friendship and economic cooperation of 
the socialist countries. 

There is no doubt that in the course of imple- 
menting the long-term plans worked out for longer 
periods the international division of labor within 
the world socialist system will acquire an even 
more multi-faceted nature and will permit the 
closer and deeper coordination of the development 
of various branches of the national economy in so- 
cialist countries. 

One of the most important features of the devel- 
opment of the socialist countries within the exist- 
ing world socialist system is that the countries 
which lagged behind in their economic development 
under capitalism are now rapidly catching up with 
the economically more developed countries, that 
the general economic and cultural development of 
all the socialist countries is being levelled out and 
they are advancing in a single front towards social- 
ism and communism. Of exceptional importance in 
this respect is the coordination of national 
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economic plans, specialization and cooperation of 
production in interconnected branches of economy 
Comrade N. S. Khrushchev said: “We are advancil 
shoulder to shoulder, giving each other fraternal 
assistance and support. In this way we shall grac 
ually raise the economic development of all the si 
cialist countriesto a common level.” The people 
ofthe socialist countries consider it their interne 
tional duty to help fraternal countries to overcom 
their economic backwardness. The question of 
levelling out the development of the socialist cour 
tries is of theoretical and practical importance. 
The possibility of levelling out their economic de 
velopment has been created as a result of the es- 
tablishment of the world socialist system. Withir 
it there operate objective economic laws which ar 
distinct from those operating under the capitalist 
system. Under capitalism the law of uneven eco- 
nomic and political development of different coun. 
tries operates. The more powerful capitalist cow 
tries that have gone far ahead in their develop- 
ment are by no means interested in helping the 
backward countries to overcome their lag and 
catch up with the highly developed capitalist coun 
tries. On the contrary the powerful capitalist cou 
tries are striving in every way to maintain their 
privileged position in order to keep the backward 
countries firmly under their yoke. The situation: 
quite different in the socialist camp. 

The levelling out of economic development of th 
socialist countries is reflected first of all in the 
much faster rates of growth of production in the 
formerly backward countries. There are no long 
er the kind of differences in the economic develo} 
ment of the socialist countries that existed at the 
beginning of the establishment of the world social 
ist system. This is confirmed by the following 
data: the per capita production of electric power 
in Bulgaria before the second world war was 95.1 
less than in Eastern Germany, 85.3% less than in 
Czechoslovakia, and the production of coal was 
94.4% and 85.3% less respectively. In 1958 theot 
put of electric power in Bulgaria was only 80.4% 
less than in the GDR and 73% less than in Czech- 
oslovakia, and the output of coal was 86.9% and 
72.2% less respectively. The gap in the per capil 
output of the major types of industrial products h 
tween other People’s Democracies has also shag 
ly diminished. 

This situation has become possible because a 
in the world socialist system as a whole thereop 
erates the law of planned, proportional develop-_ 
ment, economic cooperation of the socialist cou 
tries is being extended and the international 
socialist division of labor is deepening. 

2K 
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The coordination of national economic plans re- 
ires unity of the basic methodological principles 
drawing up both long-term and current plans. In 
der to compare the data it is important to estab- 
sh a Single form of the chief indices which are 
ually coordinated in the national economic plans. 
e principal method of drawing up national eco- 
mic plans is the balance method, which ensures 
> necessary coordination between the require- 
ents for the major raw and other materials, fuel, 
uipment, etc., and the sources from which they 
e to be met within each country. The exact quan- 
ies of various types of products which a country 
n deliver to other countries are determined by 
aterial balances. The necessary proportions in 
2 economic development of each country and of 
> entire socialist camp are established with the 
Ip of these balances. It is necessary, therefore, 
define the nomenclature of the balances which 
ist be worked out in each country in order to en- 
re the coordination of the national economic plans 
the socialist countries. The establishment ofa 
agle method of working out these balances is also 
great importance. 
The unity of methodological principles in drafting 
> national economic plans in each socialist coun- 
y is also highly important in making these plans 
111-founded and the tasks set in each country for 
2 planned period feasible. The establishment of 
acticable targets providing for high rates of 
owth of the socialist economy is an important task 
planning. In his report to the 21st CPSU Con- 
ess, Comrade N. S. Khrushchev said: “The Sev- 
-Year Plan is being drawn up in such a way that 
ean be carried out without undue strain. Why has 
is been done? Because if we have a very 
rained plan, there is always the chance that some 
its targets may not be reached, that some branch- 
of the economy may not get all they require in 
> way of raw materials, supplies and equipment, 
d this is liable to cause interruptions in the 
rk and, consequently, under-capacity of opera- 
n of plants and factories, idle working time and 
the attendant consequences. This is what econ- 
1ists call disproportions. The Seven-Year Plan 
being drawn up in such a way as to rule this out.” 
his principle of planning is particularly impor- 
t under conditions of close economic coopera- 
n among the socialist countries. If some country 
suld lag behind in the implementation of the plan 
ose products which it is to deliver to other 
ntries on the basis of the coordination of the na- 
al economic plans, this would violate propor- 
as not only in the given country itself but within 
entire socialist camp, and it would violate the 


balanced operation of industrial enterprises in the 
interconnected industries in other countries. 

At the same time, in drawing up the plans it is 
necessary to take a more complete account of the 
resources which each country has at its disposal 
in order to properly use all the possibilities for 
accelerating the rates of economic development. 

All the socialist countries are using yet another 
principle of planning on an ever wider scale — the 
constant check-up on the implementation of the 
plans in order to take timely measures to prevent 
a lagging behind in the fulfillment of the production 
plan, and thus to prevent the possibility of partial, 
temporary disproportions. 

It is very important for each socialist country to 
strictly observe discipline in the implementation 
of all the targets set by the state plans. The na- 
tional economic plan drawn up with the participa- 
tion of the masses of workers, peasants, engineers, 
technicians and scientists, becomes a state law af- 
ter itis approved by the leading bodies of the coun- 
try, and the targets set by the state law cannot be 
arbitrarily changed by some economic bodies in 
the direction of lowering the production volume, 
violating the assortment and schedules of output, 
etc. All this plays an important part in the suc- 
cessful economic development of each country, and 
in ensuring the proportions established by mutual 
consent for the entire socialist camp in the pro- 
duction of certain types of products on the basis of 
coordinated national economic plans. 

The coordination of national economic plans 
makes it possible to maintain a systematic and 
broad exchange of experience in socialist planning 
and to work out joint recommendations on the im- 
provement of the methodology of planning. This en- 
sures the improvement of planning in each country, 
the further development of scientific methodology 
in socialist planning and the achievement of a bet- 
ter grounding of the national economic develop- 
ment plans of the socialist countries directed to- 
wards successful building of socialism and com- 
munism in all countries of the socialist camp. 

Coordination of the national economic plans of 
the socialist countries permits the maximum use 
of the advantages inherent in the socialist system 
in order to ensure a continuous and rapid econom- 
ic advance. It is an important factor in the ac- 
celerated building of the material and technical 
base of socialism and communism in these coun- 
tries. 


Footnote 


(1) V. I. Lenin, Collected Works, Vol. XXXV, p. 370 
(Russian edition). 
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The Bourgeois Theory of the * Foreign Trade Multiplier” 


The so-called “foreign trade multiplier” theory, 
a theory widely current in contemporary bourgeois 
economic literature, is of interest from several 
points of view. First, it reflects the deep-rooted 
contradictions of capitalism in the sphere of for- 
eign trade in the period of the general crisis of the 
capitalist system. Second, it stems from the Keynes - 
ian trend (referring to the well-known British 
economist, J. M. Keynes), the most influential trend 
in contemporary bourgeois political economy. 
Third, it is designed to theoretically substantiate 
and justify the foreign economic policy of the im- 
perialist powers. It is used as a theoretical founda- 
tion for the foreign trade expansion of the monopo- 
lies. 


Contemporary Bourgeois Political Economy 
and the Multiplier Theory 


Contemporary bourgeois political economy clear- 
ly bears the stamp of the general crisis of capital- 
ism. In the period of the general crisis, as we 
know, all contradictions inherent in capitalism have 
become extremely aggravated, with the contradic- 
tion between the productive forces and relations of 
production manifesting itself with particular force, 
leading to frequent deep and ruinous economic 
crises, to factories chronically working below ca- 
pacity and to permanent mass unemployment. 

In this situation, capitalist apologetics, which al- 
ways has been and continues to be the vital calling 
of bourgeois political economy, is distinguished by 
several peculiarities. Bourgeois economists can 
no longer confine themselves to justifying capital- 
ism and denying the obvious facts of exploitation, 
class contradictions, and so on. They now have a 
new purpose, one that is specific to this period, 
namely, to “save” capitalism, to reinforce the rock- 
ing edifice of the capitalist system. Today, be- 
sides playing the role of apologists for capitalism 
and “refuters” of Marxism, bourgeois economists 
also play the part of doctors concocting prescrip- 
tions for the “ailments” of capitalism and attempt- 
ing to prove that the ailments can be cured. In the 
face of the sharpest class contradictions, the im- 
perialist bourgeoisie is interested in creating in 
the mind of the masses the illusion that “the 


defects of capitalism can be corrected,” in partic 
lar, that crises and unemployment can be pre- . 
vented. Hence the demagogic criticism of only 
“certain defects” of the capitalist system, and thi 
demagogic slogans of “a crisis-free capitalism” 
and “full employment.” 

Widely current in the imperialist countries in 
this period is Keynes’ economic doctrine, a doc- 
trine which is a full-blown defense of monopolist: 
capital in the specific conditions of the general 
crisis of capitalism. In his pseudo-scientific 
theory, Keynes proceeds from the premise that t 
spontaneous mechanism of the capitalist economy} 
is by its nature sound, but it harbors certain de- 
fects which require intervention by the bourgeois 
state to be corrected. 

It is on this basis that Keynes and his follower: 
have advocated a system of state-monopolistic 
measures designed in words to eliminate crises 
and unemployment, but in deed to consolidate the 
rule of the financial oligarchy, to boost the profit 
of the monopolies. Keynes’ main prescription is 
carry out such measures (inflation, state subsidi 
to the monopolies, increases in state expenditure 
and so on) the objective content of which is an at. 
tack on the living standards of the working peopl 
and the further enrichment of the monopolies wit 
the aid of the bourgeois state which they control. 
Expressing the interests of the monopolists who 
growing rich through the arms race, the Keynes- 
ians are primarily striving for a maximum incr¢ 
in state expenditure for military purposes, callit 
this a panacea for crises and unemployment. 

Prompted by the same desire to improve thee 
nomic situation in their country and to ensure hi 
er profits for the monopolies, bourgeois econo- 
mists today are advocating further foreign trade 
expansion by the imperialist states and stepping 
their exports to the maximum. The “foreign tra 
multiplier” theory serves this very purpose. _ 

What is the meaning of the “multiplier” in the 
Keynesian theory ? In his main work, The Gener 
Theory of Employment, Interest, and Money, Keyn 
says that the volume of employment and the 
economic situation depend primarily on the am 
of capital investments. Every investment (for i 
stance, the construction of a new factory) direc 
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rnishes employment for a certain number of 
rkers, giving rise to larger incomes and a high- 
demand for consumer goods. But that is not all. 
1e higher demand stimulates increased produc- 
on, employment and higher incomes in other branch- 
| of the economy, and this, in turn, has a cor- 
sponding influence on new branches, and so on. 

3 a result of such a “chain reaction,” the original 
vestment becomes the source of total increase in 
come and employment that considerably exceeds 

3 immediate effect in this respect. From this 
ems the conception of the “multiplier” which Keynes 
gards as a specific multiplier, a coefficient 
ich shows “by how much the given increase in 
vestment will augment demand as a whole.” (1) 
attempting to determine the value of the multi- 
ier Keynes makes use of an imaginary psycholog- 
al factor — the so-called “marginal propensity to 
nsume.” This allegedly determines how much of 
= increased income is spent on consumption and 
w much is saved. (2) 

Without going into the far-fetched stratagems of 
urgeois political economy, we shall merely point 
t that if, for example, under Keynes’ formula the 
iltiplier equals 2 1/2 (this figure “has been calcu- 
-ed” by bourgeois economists for the United 
ates), this means that if as a result of new invest- 
ents industry takes on a certain number of work- 
S, Say a million, work will be provided for an- 
1er million and a half, or there will be a total in- 
ease of two and a half million in the number of 
iployed. 


What Do Bourgeois Economists Mean by the 
“Foreign Trade Multiplier” ? 


Bourgeois economists regard three factors as 
ssible sources of the original growth of income, 
other words, as the impetus on the basis of 

ich the effect of multiplication develops later. Ac- 
rding to them such original sources may be, first 
private investments, second — state expenditures 
e purpose of which is to make up for the insuffi- 
sncy of private investments), and third — a fav- 
able balance of foreign trade. The first two 

ses are covered by Keynes’ concept of the “in- 
stment multiplier,” which should show the total 

se in income resulting from the given increase in 
restment. 

As for the third case, in which a favorable bal- 
se of trade plays the role of the initial factor in 
ountry’s rising income, it is treated specially in 
Bourgeois theory of the so-called “foreigntrade 
Itiplier.” This theory, the principles of which 
re formulated in the above-mentioned work by 
ynes, has been developed in later years in books 


and articles by a number of contemporary bour- 
geois writers, mainly in the United States and 
Britain. Among these works are International 
Machlup (1943) and Prosperity and Depression (the 
latest enlarged edition of which came out in 1955) 
by Haberler, both American economists, The Fun- 
damentals of the Theory of World Economics __ 
(1956) by Forstmann, a West German author, and 
the article “The Foreign Trade and Balanced Bud- 
get Multipliers” by Holzman and Zellner in the 
American Economic Review for March, 1958. 

The purpose of the “foreign trade multiplier” 
theory, according to its authors, is to ascertainthe 
effect of foreign trade on a country’s internal eco- 
nomic situation, primarily on its national income 
and volume of employment. “... the foreign trade 
multiplier,” writes I. I. Polak, “is intended as a 
tool to gauge the effects on national income, em- 
ployment, etc., of a change in a country’s foreign 
trade position.” (3) Bourgeois economists assert 
that this effect is due to the fact that where foreign 
trade is carried on so as to produce a favorable 
trade balance (that is, if exports exceed imports) 
it makes for a flow of money from abroad and a 
rise in money income in the country. Machlup has 
stressed that “increased consumption disburse- 
ments, increased net investments, and improved 
trade balances will cause the flow of money income 
to rise.” 

Moreover, “a merely temporary increase in dis- 
bursements would have no permanent effect upon 
income. Only a lasting increase of primary dis- 
bursements (let us say, additional investments or 
additional exports, repeated in certain amounts pe- 
riod after period) can cause the income flow to 
rise to a higher level and to maintain it thereafter.” 

Bourgeois economists regard a growing favora- 
ble balance of trade as being of particular merit 
because in this case (in contrast to increased in- 
vestments within the country) the rise in money 
income is not accompanied by an increase in the 
mass of commodities. An excess of exports over 
imports “produces an income without a corre- 
sponding increase inthe mass of commodities on 
hand.” (4) 

As a consequence, the favorable balance of trade 
becomes the source of primary income which, ac- 
cording to the general multiplier theory, gives 
rise to a secondary income, tertiary income, and 
so on. Because of this, the ultimate rise in na- 
tional income and employment and the improve- 
ment in the country’s business situation is more 
marked than the favorable balance of trade which 
provided the original impetus for this process. 

«... an autonomous increase or decrease of 
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exports or decrease or increase of imports (as 
generator or destroyer of primary income),” Says 
Machlup, “constitutes the multiplicand on which the 
foreign trade multiplier operates; the ultimate net 
change of incomes comes out as the product of that 
multiplication.” (5) This is the essence of the con- 
temporary bourgeois “foreign trade multiplier” 
theory. 

In going into this theory in greater detail it is 
generally noted that changes in the volume of for- 
eign trade and, in particular, in the volume of im- 
ports may be either “autonomous” (that is, not 
caused by changes in the amount of income in the 
country but due to other factors such as, for in- 
stance, lower customs tariffs or the use of new 
kinds of imported raw materials by industry), or 
“induced” (that is, directly caused by changes in 
the amount of money income, as, forinstance, are- 
duction in imports of consumer goods due to a drop 
in the population’s income). Insofar as a rise in 
the favorable trade balance makes for increased 
incomes in the country, according to this theory, 
this increase can be partly used to obtain imported 
goods, and in such a case the effect of the “foreign 
trade multiplier” on the country’s business trend 
will be correspondingly smaller. 

A lively controversy is going on in bourgeois 
political economy on the ways of formulating and ~ 
defining the “foreign trade multiplier.” The merits, 
advantages and shortcomings of particular formu- 
las are being discussed (bourgeois economists are 
expounding their arguments in the language of alge- 
braic formulas), and attempts are even being made 
to apply “theoretical principles” to analyze statis- 
tical data characterizing the economy and foreign 
trade of individual capitalist countries (such as 
Clark and Growford’s book on the national income 
of Australia). However, no matter how much bour- 
geois writers may differ among themselves on 
some questions and details, they all uphold the Keynes- 
ian multiplier theory as a whole, as well as the 
basic principles relating to its application in the 
sphere of foreign trade — the idea of the “foreign 
trade multiplier.” 


Wherein Lies the Fallacy of This Theory ? 


The main apologetic conclusion drawn from the 
multiplier theory is that the economic policy of the 
bourgeios state, the aim of whichis increased state ex- 
penditures, greater foreign trade expansion and the 


maintenance of a favorable balance of trade, can ensure| 


a permanently high level of economic activity anda 
crisis-free development of the capitalist economy. 
Strictly speaking, the whole of the theory we are exam- 
ining is designed to substantiate this conclusion. 


PROBLEMS OF ECONOMI 


Yet it is precisely this conclusion that is funda 
mentally fallacious and untenable from the stand- 
point of science. The conception of the “foreign 
trade multiplier” shows the extreme theoretical 
poverty of contemporary bourgeois political econ 
omy in its service to the interests of monopoly 
capital. 

At the same time, this theory gives a clear ide 
of the methods contemporary bourgeois economic 
employs for its class, reactionary purposes. Be- 
ginning with some real (and incidentally, long- 
recognized) economic phenomena, bourgeois writ 
ers deck them out ina fancy, pseudo-scientific 
jacket and present them in a sensational and mys 
fying way, drawing conclusions that are quite arb 
trary but advantageous and convenient for the 
monopolists. 

This is exactly the nature of the multiplier thec 
in general and the theory of the “foreign trade m 
tiplier” in particular. It is well known that capit 
investments in any branch of the economy which 
give rise to a greater demand for means of pro- 
duction and labor power usually involve (because 
of the close interrelations among the different 
branches on the basis of the social division of la- 
bor) expanded production and, hence, increased 
capital investments in allied branches of the econ 
omy, and so on. This phenomenon of the so-calle 
“secondary effect” was noted by Karl Marx in his 
time. Incidentally, it should be remembered that 
Marx also showed the reverse side of this proc- 
ess, which bourgeois ideologists usually ignore: 
the spread of the economic crisis throughout the 
economy of a capitalist country as a result of the 
curtailment of production in some particular im- 
portant industry. It is therefore perfectly natura 
that large state expenditure, in particular, gove 
ment armaments orders placed with the monopc 
can temporarily stimulate business activity and 
contribute to a general rise in industrial output. 
is precisely the militarization of the economy, tt 
unchecked arms race in an atmosphere of war — 
hysteria and the “cold war,” that have been amor 
the factors making for increased output in the Ur 
ed Stated in the postwar period. 

Neither is there any need to deny the elementa 
truth that foreign trade expansion and the captur: 
of foreign markets also stimulate expansion of p 
duction in an imperialist country and the enrich- 
ment of the monopolists. Comrade N. S. Khru- 
shchev noted this role of foreign economic expan 
in his report to the 20th Congress of the CPSU. 
For instance, expansion in foreign markets has 
questionably been important for the economic di 
velopment of the United States and West Ger. 
many in recent years. It is indicative that the 
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orts of industrial goods from these countries 

e increased even more rapidly than industrial 
put at times. 

[owever, the attempts of bourgeois economists 
substantiate the illusion that crises can be elimi- 
ed on the basis of these facts and that there is a 
ospect of permanent prosperity” under capital- 
1 are entirely fallacious and absurd. References 
he role of foreign trade hold no water either. 
ing to the profound internal contradictions of 
italism (anarchy of production, the competitive 
uggle, the chase for profits, and so on), capital- 
accumulation inevitably exceeds the bounds of 
market, home as well as foreign, and this 

kes periodic crises of overproduction inevitable. 
oes without saying that no policy of a bourgeois 
fe can “abolish” this objective law. Further- 
re, any measures which temporarily stimulate 
increase in capital investments and an expansion 
yroduction, such as state expenditures or foreign 
de expansion, measures which can somewhat de- 
the coming of a crisis, in the final analysis in- 
tably lead to an even greater aggravation of the 
tradictions causing economic cirses. 

n the “foreign trade multiplier” theory foreign 
Je is pictured as an independent factor deter - 
ling to a considerable degree the fate of capi- 

st production. Actually, however, the movement 
he capitalist cycle is determined primarily by 
processes taking place in the sphere of produc- 
1 and not circulation, by the contradictions of 
italist reproduction. Although foreign trade 

s have a certain effect on business trends in the 
italist economy, the state of international capi- 
st trade in the final analysis itself depends on 
phase of the cycle: in the expansion phase the 
ime of foreign trade grows and in the crisis 

se it declines. Moreover, in a period of eco- 
tic crisis the volume of foreign trade often drops 
n more than the volume of industrial output. At 
same time, foreign trade helps to spread the 
sis from its “point of origin,” which of late has 
st often been the United States of America, to 

xr capitalist countries. 

he volume of world trade depends a great deal 
he requirements and capacity of the home mar- 
3 of the individual countries, and this capacity 
ntirely determined by the movement of produc- 
, the dynamics of capitalist investments, em- 
7ment, and so on. The market, including the 
ign market, is by no means something apart, 
ing no relation to capitalist production. Con- 
iy to the views of bourgeois writers, Marxist- 
inist political economy has shown that no inde- 
lent problem of markets exists (that is, 
spendent of the process of reproduction), and 
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that the rise and development of the market is but 
an integral, component part of the process of cap- 
italist reproduction, part and parcel of this proc- 
ess. This thesis was substantiated in great detail 
by Lenin in his works on the theory of reproduction 
of social capital. 

The “foreign trade multiplier” theory pictures 
the structure of the national income of capitalist 
countries and the influence of foreign trade on the 
national income altogether incorrectly. The basic 
“foreign trade multiplier” formula — national in- 
come equals the sum of consumption, investments 
and exports minus imports -- distorts the real es- 
sence of the national income of a bourgeois state, 
concealing its class-antagonistic nature. 

Marxist-Leninist political economy shows that 
national income under capitalism, representing as 
it does the new value created by the working people 
in the course of a given year, is divided into two 
parts: the part which reimburses the expended 
variable capital, that is, wages, and the part which 
embodies surplus value. The two parts corre- 
spond to the incomes of the two main classes of 
bourgeois society, namely, wage workers and capi- 
talists. The national income of a capitalist coun- 
try is therefore the aggregate amount of the varia- 
ble capital and surplus value. 

What bourgeois economists designate by the 
Single term “consumption” is in reality the con- 
sumption expenditures of two opposite classes from 
two different sources of income (wages and part of 
surplus value). As regards investments, the money 
of course comes out of surplus value primarily 
(and partly out of the depreciation reserves of fixed 
capital). All these existing class relations are 
completely absent from the bourgeois formula for 
national income. Moreover, this formula is faulty 
not only qualitatively but also quantitatively. In the 
first place the sum of “consumption” and “invest- 
ment” does not make up the national income, since 
under capitalism (especially contemporary capital- 
ism), owing to the low purchasing power of the 


population there inevitably accumulate considerable 


stocks of unsold commodities (articles of consump- 
tion aS well as means of production) far beyond the 
limits of reserves needed for the normal course of 
the process of reproduction. Thus, not all of the 
national income is annually absorbed in the form 
of “consumption” and “investment,” as bourgeois 
political economy asserts. In the second place a 
part of the capital investments, those which are 
merely used to compensate for the means of pro- 
duction used up earlier, come from depreciation 
funds and therefore have no relation whatever to 
the realization of the national income. 

The bourgeois notions concerning the role 
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played by foreign trade in the national income are 
equally unfounded. As we have seen, according to 
these notions exports increase the national income 
and imports reduce it. Is this really so? Of 
course not. 

As we know, the national income is created ex- 
clusively in the sphere of material production as 
a result of the expenditure of productive labor. In 
the sphere of circulation, however, that is, in trade 
(domestic and foreign) there occurs merely the 
realization of goods already produced, in other 
words, the conversion of value from the commodity 
form to the money form, or, what is virtually the 
same thing, the exchange of one commodity for an- 
other. The total amount of commodity values re- 
sulting from production and entering the market 
(domestic and foreign), of course, has not changed 
at all. Foreign trade, examined from this stand- 
point of the Marxist theory of reproduction, is noth- 
ing more than the exchange of a part of the national 
product of one country for a part of the national 
product of other countries, the exchange of home 
commodities for foreign commodities differing in 
their natural form but equivalent in value (if we 
temporarily disregard the non-equivalent foreign 
trade exchange widely practiced by the imperialist 
countries and for this reason passed over in si- 
lence by the ideologists of imperialism). The na- 
tional income of each country (bearing in mind the 
stated reservation) undergoes no changes. In ana- 
lyzing the reproduction of social capital, Marxist- 
Leninist political economy for these reasons quite 
justifiably abstracts from foreign trade. 

At the same time it should be stated that under 
capitalism foreign trade can really be a source of 
growth of the national income of some countries, 
but in quite a different way from the manner in 
which bourgeois theory pictures it. First, through 
non-equivalent foreign trade exchange the imperi- 
alist countries appropriate for themselves (to be 
more exact, for the benefit of the monopolies) a 
part of the national income of the colonial and de 
pendent countries. Second, these states regularly 
derive a considerable amount of income in com- 
modity form from their foreign investments abroad. 
Both of these phenomena, contrary to the “foreign 
trade multiplier” theory, have to do not merely 
with exports but certainly with imports too, in es- 
sence, with free imports, as Marx called them. 
This tribute is the result of the exploitation of oth- 
er countries, primarily underdeveloped countries 
of the capitalist world, by the imperialists. 

The favorable or unfavorable effect of foreign 
trade on the amount of the national income is not 
connected with a favorable or unfavorable balance 
of trade, but stems from the fact that international 
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trade can promote (or, on the contrary, hinder), 
the all-round development of a country’s produc- 
tive forces and thereby lead to a rise in (or check 
the rise of) the national income. To illustrate, th 
great positive role played by trade among the so- 
cialist countries consists precisely in that. Thus 
the supplying of machines and other equipment by 
the Soviet Union to China has contributed to a 
large degree to the rapid development of the lat- 
ter’s industry and national income. This also ho] 
true for trade between the Soviet Union and the w 
derdeveloped capitalist countries. 

On the other hand, because the imperialist 
states try to export mainly consumer goods to ba 
ward countries (not infrequently competing with 1 
cal goods), and not modern equipment needed for 
industrializing these countries, such trade, re- 
gardless of prices and the proportions of the for- 
eign trade exchange, is essentially unequal and wi 
profitable for the underdeveloped countries. 

Permeating the “foreign trade multiplier” theo 
is the peculiar money fetishism that is so charac 
teristic of contemporary bourgeois political econ 
omy and which is expressed in all its fullness in 
Keynes’ views. It is alleged that the amount of © 
money is one of the main factors determining the 
volume of output and employment and the state of 
business activity in the capitalist economy. 

This Keynesian idea runs all through the “for- 
eign trade multiplier” theory. Exports ensure a 
flow of money from abroad, bourgeois economist 
argue, the amount of money in the country grows 
and therefore the income and purchasing power 0 
the population, business activity and employment 
also rise. The beneficial effect of exports on bus 
iness conditions is even greater as a result of th 
multiplier effect. Imports, on the contrary, are 
connected with the outflow of money from the cou 
try and therefore allegedly make for decreasing 
come and purchasing power, thus adversely affec 
ing business trends. It is not surprising that Ma 
lup begins his book on the foreign trade multiplie 
with a chapter on “The Circular Flow of Money” 
society, later passing on to an examination of th 
effect of foreign trade on the circular flow and Q 
the quantity of money in the country. “If the pi 
ture of the circular flow is confined to the natio1 
economy,” Machlup writes, “receipts from expo: 
and disbursements for imports must be conside: 
as injections into the flow and ejections from it 
respectively.” . 

All this reasoning is a typical illustration of 
currency cretinism to which most contemporar: 
bourgeois economists are subject and which is 
used by them for apologetic purposes. 

What do “receipts from exports” really repr 
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| where do they go? As we know, in internation- 
rade goods are usually sold to be paid for in for- 
n currency (or foreign bills of exchange), and in 
€ cases in gold. The currency (or gold) re- 
ved is a reserve for international settlements, 
2r used to pay for imports. The amount and 
vement of this reserve is wholly determined by 
country’s balance of payments and has no direct 
ect on the circular flow of money in the country, 
the amount of money in circulation. To this it 
uld be added that the amount of money in circu- 
On and the amount of purchasing power, con- 
ry to the customary notions of Keynesian econo- 
sts, are far from identical categories; they are 
ermined by different factors and may change in 
erent directions. Thus, when there is inflation, 
ch has long since become an almost constant 
Comitant of capitalism, the mass of paper money 
ws and the purchasing power of the working peo- 
declines. 
‘he effort to divorce exports from imports and 
ard them as independent of each other, which is 
racteristic of the “foreign trade multiplier” 
ory, is untenable scientifically and is refuted by 
daily practice of international trade. This prac- 
> proves that the essence of this trade is not uni- 
ral export or import transactions, but mutual 
hange of commodities, which, of course, does 
preclude the possibility of a favorable or un- 
Irable balance of trade. 
the pivotal point of the “foreign trade multiplier” 
ory is that a favorable balance of trade has de- 
able effects. According to the multiplier idea it 
ot foreign trade in itself but a favorable for- 
a trade balance that is one of the main factors 
nulating a rise in production and employment, 
ansion of business activity, and so on. Proceed- 
from this premise, bourgeois theoreticians as- 
t that a rise in the unfavorable balance of trade 
is to diametrically opposite results, in other 
ds, to a highly unfavorable effect on the coun- 
Ss economic condition, causing a drop in the na- 
al income, employment, and so on. The West 
man economic Paulsen said on this score: “Un- 
inced trade leads to a rise or fall in income, 
ch gives rise to the operation of the multiplier. 
drop in income due to an excess of imports al- 
nakes for lower incomes within the country, as 
ra savings (because of the decrease in in- 
as the increase in income due to a sur- 
3 of exports boosts total income to an even 
ater degree than the amount of the increase.” 
In another Epuleniporaay work, too, we read 
“3 . like savings, have a depressing 
ZA 


this conception there naturally follows the 


conclusion that a balanced foreign trade, one in 
which exports and imports cover one another and 
change in the same direction, does not in any way 
— either favorably or unfavorably — influence a 
country’s level of economic activity. “Only an ex- 
cess of exports” (over imports -- A. F.), Haberler 
writes, “can be regarded as a stimulating factor, 
while a parallel rise in imports and exports should 
be regarded as a netural phenomenon.” (8) 

This interpretation of the balance of trade and 
its alleged effect on a country’s economic situation 
springs from Keynes’ works, as does the entire “for- 
eign trade multiplier” theory. “It is very impor- 
tant,” Keynes says, “that the government give close 
attention to the balance of trade. The point is that 
a favorable balance of trade, provided it is not too 
great, is highly stimulating to the economy, while 
an unfavorable balance may create a persistent de- 
pression.” (9) 

Strange as it may seem at first glance, this latest 
bourgeois “foreign trade multiplier” theory, which 
emerged in the period of the general crisis of cap- 
italism, has some features resembling the theory 
of the mercantilists, who (under developed mercan- 
tilism) identified wealth with money (gold) and re- 
garded the flow of money from abroad on the basis 
of a favorable balance of trade as the only source 
of profit. That is why the mercantilists’ insistent 
demand was: more exports of commodities and 
less imports. It is not surprising, therefore, that 
the bourgeois economists of today are trying to 
use the mercantilists as their allies. Thus, Keynes 
devoted many pages to praising the wisdom of 
the mercantilists, criticizing bourgeois classical 
political economy for scorning what was valuable 
in the works of its predecessors, and appealing to 
contemporary writers to make a thorough study of 
mercantilist theory. 

Marx wrote that historical events often occur 
twice: once as tragedy and the other time as farce. 
Something like this is taking place today in bour- 
geois economics. Despite the naivete of their no- 
tions, the mercantilists in their day, Marx said, 
made the first attempt to analyze the capitalist 
mode of production theoretically. They worked in 
the epoch of the formation and rapid development 
of capitalism. Bourgeois economists of today are 
working in the epoch of moribund capitalism, in the 
period in which the general crisis of capitalism is 
growing ever deeper and all its contradictions are 
steadily growing sharper. What spurs bourgeois 
writers’ pseudo-scientific searches now is their 
vain attempt to find some way out of these contra- 
dictions, an attempt which is doomed to failure. 

In these conditions their alliance with the mercan- 
tilists and their appeals to learn state wisdom 
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from the ideologists of the 17th century and with 
their aid to solve the problems of today, in particu- 
lar the problem of international trade, indeed looks 
like a farce. 


Apology for Foreign Trade Expansion by 
the Monopolies 


It is not difficult to see that the “foreign trade 
multiplier” theory bears the distinct stamp of the 
profound contradictions of modern capitalism. The 
hopeless striving to escape from these contradic- 
tions has driven bourgeois writers to resort to 
absurd inventions that are in conflict with the ele- 
mentary laws of economic life. 

First of all we must not fail to call attention to 
the fact that in recent decades bourgeois political 
leaders and economists have had to increasingly 
consider problems of foreign trade mainly be- 
cause the problem of the sale of goods in the home 
markets of the capitalist countries has become an 
extremely difficult one. Thus, the late Cordell 
Hull, eminent American diplomat, repeatedly and 
insistently stressed that foreign policy for the Unit- 
ed States of America should be chiefly a means of 
getting rid of “surplus goods.” The essence of for- 
eign policy, he said, “was to export the ever in- 
creasing amount of surplus products.” (10) 

This refrain is even louder in the bulk of the post- 
war works of bourgeois economists in the United 
States, Britain, West Germany, France and oth- 
er countries. Export expansion should create an 
outlet for the surplus commodities which cannot be 
sold inside the country due to the limited purchas- 
ing power of the population, anarchy and lack ofbal- 
ance of capitalist production (this, of course, is 
passed over in silence), and thereby ensure “eco- 
nomic stability.” This is the thought echoed in 
every possible way by these writers. 

It is indicative, in particular, that in a number of 
books by bourgeois writers which have appeared in 
recent years, books permeated by fear for the fate 
of American capitalism and appealing for its “res- 
cue,” the expansion of exports is usually recom- 
mended along with other prescriptions. Thus, Sey- 
mour Harris, in a volume of articles under the 
title Saving American Capitalism, regards it as 
necessary to recall that the slump in American ex- 
ports in the 1930’s was an important factor in the 
“worsening of economic conditions,” (11) in oth- 
er words, in the deepening of the economic crisis. 
In a book bearing the characteristic title Making 
Capitalism Work, D. M. Keezer also emphasizes 
that “exports are extremely important for good 
business conditions in the United States,” and de- 
mands “the extension of world trade, in which the 
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United States could play the part of the leading 
creditor to the extent necessary for keeping indus 
try working at full capacity.” (12) Only a substar 
tial expansion of exports “can make the wheels of 
our machines turn and provide work for our popu 
lation,” writes Javits. (13) 

It is highly indicative that in all these statemen 
the number of which could easily be multiplied, fo 
eign trade is not regarded in the light of an inter- 
national division of labor and mutual exchange of 
goods but only from the standpoint of overcoming 
the contradictions of the home market and solely 
as an additional channel for the sale of “surplus” 
goods. This explains the special attention given t 
exports and the deliberate ignoring of imports. 

This is the soil which produced the doctrine of 
the “foreign trade multiplier,” a doctrine which 
gives theoretical expression to an justification fo 
these views. This theory “scientifically” substan 
tiates the thesis that exports are good for a coun- 
try and should be welcomed and encouraged in 
every way, while imports are an unavoidable evil 
and should be kept down to the utmost. The theor 
is essentially absurd but quite natural for moder! 
capitalism, which is gasping in the vise of insolu: 
ble contradictions. What ensures the best busine 
conditions, what is most desirable in the light of 
the “foreign trade multiplier” theory, is a policy 
of exports without imports or, in any case, incre: 
ing exports while cutting or at least stabilizing ir 
ports. Could a better “theoretical” formula be 
found for justifying and propagating foreign trade 
expansion by the imperialist states? 

The trouble is that this theory and the infer- 
ences drawn from it, while so convenient and sui 
ble for the monopolists, do not conform to objec- 
tive economic laws, and the virtual attempt to ig- 
nore these laws inevitably leads to very severe 
consequences. Trade is by its nature a two-way 
process. We cannot keep on selling for a long tir 
without buying. No country can, as a rule, keep « 
increasing exports without at the same time in- 
creasing imports. If this does happen, before lor 
it will inevitably be found that the other countrie: 
have no money to pay for goods and are forced tc 
curtail their purchases. . 

Ridiculing the assertion of some bourgeois 
writers that there was no production in the ancie 
world and whole nations lived by plundering othe 
peoples, Marx pointed out that under such condi- 
tions, too, the things plundered obviously had to} 
regularly reproduced. And for some countries t 
have the possibility of constantly increasing thei 
exports while imports remain unchanged (as the 
“foreign trade multiplier” theory presupposes) , 
there apparently would also have to be Panel 
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intries which could appear in the world market 
ely or chiefly as importers. The questionarises: 
the given conditions where would these countries 
d a permanent source of funds to pay for such 
ports? 

As we know, the foreign trade of the United 

tes since the war has developed in conformity 

h the basic principles of the multiplier theory. 
pping up its exports to the utmost, the United 
tes at the same time has limited its imports 

h the aid of various protectionist measures, thus 
suring an immense favorable balance of trade an- 
lly. And what has been the result of this prac- 
e? At first the extraction of the gold reserves 
the other capitalist countries (primarily the 

st European), and later the appearance of the 
-called dollar shortage in the countries buying 
1erican goods, a shortage that led to the ruinous 
location of international economic relations in 

' capitalist world, something that has become a 
cious obstacle to the further one-sided expansion 
American exports. The “foreign trade multi- 
er” theory expresses rather well the characteris- 
desire of imperialist countries to solve their 
itradictions and grow rich at the expense of oth- 
countries. 

At the same time this theory leads to such ab- 

ed conclusions (such as the conclusion that a 

e in imports means a decline in the national in- 
ne) that even some bourgeois writers have par- 
lly realized this and are trying to introduce cer- 
n amendments and reservations. A. Forstmann, 
instance, has admitted that the champions of the 
reign trade multiplier” theory have encountered 
gical difficulties” (14) relating primarily to the 
sstion of the role played by imports. Then fol- 
ved the argument that if for some countries (the 
reloped countries for whom this theory is pri- 
rily intended) it is of advantage to have a stable 
orable balance of trade, “consequently” for 

ne other countries it is advantageous to have as 
ble an unfavorable balance of trade. In Forst- 
nn’s view, such countries are the debtor coun- 
2s which import goods against loans and credits 
y receive abroad. This reservation should be 
‘ne in mind when speaking of the effect of im- 

‘ts on the national income. 

Jther bourgeois economists assert that the rise 
imports has a depressing effect on the country’s 
nomic situation only where these are “induced 
sorts,” that is, if they are due to the populatior’s 
reased money income. However, where imports 
e as a result of “autonomous causes,” that is, 

a result of some structural changes in the econ- 
y (such as those stemming from the use of new 
ds of imported raw materials in industry), 


they do not have such an unfavorable effect. 

Sometimes the following reservation is made. A 
distinction should be made between the sources 
from which the growing imports are paid: whether 
from income earmarked in advance for buying 
goods produced in the country, or from savings 
which in any case would have remained out of cir- 
culation (it is assumed that in the latter case the 
national income will not decline). 

It is obvious that none of these “corrections” can 
improve a theory that is basically faulty and cannot 
rid it of insoluble contradictions. What is note- 
worthy is Forstmann’s forced admission that the 
much desired favorable balance of trade can best 
be ensured by exploiting the backward countries 
that are entangled in the net of financial depend- 
ence on the imperialist states. 


Bourgeois Foreign Trade Theory and 
Imperialist Practice 


The reactionary character of the bourgeois 
“foreign trade multiplier” theory stands out par- 
ticularly clearly if we examine the practical con- 
clusions and recommendations in the sphere of 
foreign trade policy which follow directly fromthis 
theory. 

Many bourgeois economists have noted the link 
between this theory and certain “principles” of 
trade policy. Machlup, for instance, has stated 
that the “multiplier theory has become fashionable 
... aS a technique of persuasion in the advocacy of 
economic policies.” (15) 

If exports are an extraordinary boon and im- 
ports anextreme evil, as the “foreign trade multi- . 
plier” theory essentially asserts, it naturally fol- 
lows that the state in its foreign policy should, on 
the onehand, encourage and stimulate exports in 
every way, and on the other, limit imports just as 
energetically. The “foreign trade multiplier” 
thus serves to substantiate and justify export sub- 
sidies by the state, dumping, aggressive monopo- 
listic protectionism — all the typical methods of 
foreign trade policy of the imperialist states. This 
theory reflects the desperate struggle waged by 
the monopolies for commodity markets in our 
epoch. “An autonomous improvement of the for- 
eign trade balance will generate income, not only 
temporarily but permanently ... Exports gained 
through subsidies, and imports cut down through 
tariffs, quotas or exchange restrictions, are rec- 
ommended as efficient generators of national in- 
come.” (15) This is the way Machlup describes 
the widely current practical interpretation of the 
“foreign trade multiplier” theory. As can be Seen, 
this is indeed a theory of trade war, which is so 
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characteristic of the capitalist world market. 

Directly reflected in the program which Machlup, 
Hansen, Harris and other American economists 
have advocated, with particular stress laid on the 
“foreign trade multiplier” theory, are the ways and 
means now used by the American monopolists for 
their economic expansion. 

At the end of his book Machlup gives the follow- 
ing conclusion: “I believe, however, that it is the 
case of capital export from countries with abundant 
capital supply to countries with meager capital sup- 
ply which is probably the most significant ‘lesson’ 
from our analysis. ... AS a result, both nations will 
have their incomes increased, the borrowing coun- 
try in consequence of the increased investment ac- 
tivity, the lending country in consequence of the 
increased export business. The exports and their 
income-generating effects may even overcompen- 
sate some slight reductions in home investment in 
the lending country, if such could not be avoided in 
the course of the capital outfolws.” Machlup states 
further that “the use of multiplier theory as an 
argument for generous foreign lending — the *im- 
perialist’ interpretation of the theory of the multi- 
plier -— probably will be vehemently opposed by 
advocates of economic and political isolationism.” 

The further line of his arguments, paradoxical 
as it may seem at first glance, serves as a graphic 
illustration of the Leninist theory of the export of 
capital. Machlup considers the following objection 
to foreign economic expansion: Why should we 
build up the productive equipment of backward na- 
tions when there are plenty of things to do at home 
(slum clearances, road improvements, etc.)? And 
the answer he gives to this objection is truly a 
“classic.” “These questions,” he writes, “cannot 
be answered on the grounds of economic theory.” 
Yes, indeed, neither these nor other questions like 
them can be answered from the standpoint of bour - 
geois political economy, and some of its represent- 
atives (like Machlup) unwittingly testify to the 
bankruptcy of their pseudo-science. All these 
facts, however, have received an exhaustive and 

truly scientific explanation in the light of Lenin’s 
theory of imperialism. We cannot help recalling 
here Lenin’s words which profoundly reveal the 
true reasons and motives for the export of capital 
from imperialist states: ‘... If capitalism could 
develop agriculture, which today lags frightfully 
behind industry everywhere, if it could raise the 
standard of living of the masses, who are every- 
where still half-starved and poverty-stricken in 
spite of amazing technical progress, there 
could be no talk of a superabundance of capital. 
This ‘argument’ is very often advanced by petty- 
bourgeois critics of capitalism. But if capitalism 
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did these things it would not be capitalism; for bo 
uneven development and a semi-starvation level | 
existence of the masses are fundamental and in- 
evitable conditions and premises of this mode of 
production. As long as capitalism remains what 
is, surplus capital will be utilized not for the pur 
pose of raising the standard of living of the mass 
in a given country, for this would mean a decline 
profits for the capitalists, but for the purpose of 
increasing profits by exporting capital abroad to 
the backward countries ... The necessity for ex- 
porting capital arises from the fact that in a few 
countries capitalism has become ‘over-ripe’ and 
(owing to the backward stage of agriculture andt 
impoverished state of the masses) capital cannot 
find a field for ‘profitable’ investment.” (16) 

This is the crux of the matter! And bourgeois 
ideologists of the export of capital are trying to 
conceal it. 

And so, the practical program of American ect 
omists, a program directly related to the “foreig 
trade multiplier” theory, is reduced to the folloy 
ing. The United States is exporting capital ona 
large and ever increasing scale, thereby ensurin 
itself a favorable balance of trade, which, based 
the “foreign trade multiplier,” helps to sustain a 
high level of output and employment, in other wo1 
a high level of business activity in the country. } 
sides Machlup, this idea was developed by Hanse 
one of the leading contemporary bourgeois econo 
mists in the United States, in his book entitled — 
America’s Role in the World Economy written at 
the end of the war (1945). This book received wi 
comment in imperialist circles. These authors 
were the first to substantiate “theoretically” the 
program of United States postwar foreign econor 
expansion. And that is exactly why Forstmann, 1 
instance, has asserted that the “foreign trade mi 
tiplier” theory “has influenced the foreign eco- 
nomic measures taken by the United States.” (1' 
Obviously, this has to be understood in its proper 
sense and not as the bourgeois ideologists do. 1 
roots of any policy should be sought, of course, 
actual economic conditions, in the operation of t 
objective economic laws of modern capitalism. 
the same time, however, bourgeois economic 
theories, which also originate on the basis of cel 
tain objective conditions and reflect the practica 
interests of monopolistic capital, may give a cel 
tain impetus to a corresponding policy and prom 
it. It is indisputable, for instance, that a numbe 
of economic measures taken by the Roosevelt At 
ministration were carried out under the influenc 
of the Keynesian conception, and the purpose of 
“foreign trade multiplier” theory was to substar 
tiate “scientifically” the postwar foreign econor 
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icy of the United States. The theory and practice 
he export of capital have undergone certain 
nges in this connection. 

rhe point is that the usual export of capital, while 
ectly stimulating the export of goods, at the 

ne time inevitably leads after a certain period to 
ise in imports, since capital investments abroad 
» used to a considerable extent for the production 
faw materials to supply industry in the imperi- 
st countries, and also because interest and divi- 
ids on capital invested abroad (except the part 
ich is reinvested locally) are often spent to pay 
imported goods, in other words, they are ap- 
priated in commodity form. From the stand- 

nt of the “foreign trade multiplier” theory the 
ort of capital therefore has not only a positive 
nificance (promoting the export of goods), but 

oO negative implications (a rise in imports). 
reover, we know that the export of capital overa 
g period sometimes leads to a situation in which 
income from capital invested earlier equals or 
mn exceeds new investments abroad. Besides, 
export of capifal in the usual form of loans, 
dits, andsoon, not infrequently comes up against 
obstacle like the lack of funds by the borrower 
Jay COMMitments abroad. 

‘or all these reasons bourgeois economists in 
United States, in conformity with the “foreign 
de multiplier” theory, during the war and post- 
period tried to substantiate a new form of the 
ort of capital, namely, the so-called gratuitous 
sSistance” to other capitalist countries through 
nting government funds. This was advocated by 
isen, Harris and many other ideologists of 
erican imperialism, representatives of the 

ger monopolies and ruling circles of the United 
tes. This new form of economic enslavement of 
er countries appeared to have surmounted the 
itations and contradictions of the usual export of 
ital and promised brilliant prospects — accord- 
to the multiplier theory — for maintaining a 
ularly high level of business activity in the coun- 
. “Assistance” to foreign states which does not 
uire the paying of interest or repaying the sum 
eived seems to have embodied the cherished 
am of bourgeois economists and politicians: 
maximum stepping up of exports with no rise in 
yorts. 

lowever, all these calculations and hopes proved 
lave been built on sand in practice, as was to be 
ected. Their collapse was at the same time 
quent proof of the complete bankruptcy of the 
reign trade multiplier” theory. 

leed, if we take a look at the loans and sub- 

s given by the United States government to 

en countries it is not difficult to see that the 


billions of dollars which the American government 
gave and is giving as “aid” to other countries come 
from the pockets of the taxpayers — the working 
people of the United States — thereby further cutting 
their purchasing power in the home market. Hence, 
the possibility of selling goods which is created for 
the American monopolies by government subsidies 
and loans to foreign countries arises not in addi- 
tion to effective demand inside the country, as is 
asserted by the “foreign trade multiplier” theory, 
but to a considerable extent at the expense of this 
demand. The gain in the foreign market appears 
inevitably to be accompanied by a loss in the home 
market. And only bourgeois multiplier alchemy 
can See in Such an Operation a ‘deliverance from 
crises.” 

Since the war, the United States has given other 
capitalist countries “assistance” from government 
funds to the tune of 81.8 billion dollars (as of June 
1958). This has enabled it to expand its exports 
on a substantial scale and (coupled with the re- 
striction of imports)to ensure an enormous favora- 
ble balance of trade (the US favorable balance of 
payments on current operations between 1945 and 
1957 came to 79.6 billion dollars). Foreign trade 
expansion, of course, temporarily boosted indus- 
trial output in the United States, and it would seem 
that the conditions needed for the operation of the 
“foreign trade multiplier” were present. But what 
happened? Has this policy (coupled with such a 
factor as the stepped-up arms race) prevented 
greater unemployment in the United States and 
critical slumps in production? By no means. In 
the past 12 years the United States has experi- 
enced three critical slumps in production (in 1948- 
1949, 1953-1954, and especially in 1957-1958). 

Characterizing the economic situation in the 
United States and other capitalist countries, Com- 
rade N. S. Khrushchev said in his report to the 
21st Congress of the CPSU: “The continuous al- 
ternation of critical slumps and feverish uptrends 
indicates the instability of the capitalist economy. 
Neither the arms race nor any other measure will 
ever rid the economy of the United States and the 
other capitalist countries of over production crises. 
Whatever the capitalist states may do, they will 
never eliminate the cause of crises. Capitalism 
will never break the death grip of its own contra- 
dictions. They keep growing in size and scope, 
holding the threat of new economic upheavals.” 

Capitalist reality has again and again shown that 
crises were, are and will continue to be the inevi- 
table concomitants of capitalism. 

The Soviet Union, like the other socialist coun- 
tries, has no desire to play the part of only a seller — 
or only a buyer. It stands for the mutually 
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profitable international exchange of commodities on 
an equal footing. A useful role in the development 
of such trade can be played by commercial credits 
on fair terms. 

Trade relations between capitalist countries and 
the socialist world market, which is not beset by 
critical slumps and has a stable and steadily grow- 
ing capacity, undoubtedly can have a favorable ef- 
fect on the economy, or at any rate, some branches 
of the economy, of some capitalist countries. 

During his historic trip to the United States Com- 
rade N. S. Khrushchev called on the ruling circles 
of the United States to give up their arms race and 
cold war policy as well as the attendant practice of 
discrimination in international trade. It is not the 
arms race and discrimination in foreign trade, nor 
the unilateral stepping up of exports, nor trade 
wars, nor exploitation of some countries by others 
through foreign trade, but complete and universal 
disarmament, peaceful competition of the two sys- 
tems and mutually profitable economic cooperation, 
that the socialist countries have put forward 
against the bourgeois theory and practice of inter- 


national trade. 
A 


Footnotes 


(1) J. M. Keynes, The General Theory of Em- 
ployment, Interest, and Money, 1948, p. 291. | quota- 
tion retranslated from the Russian — editor.] 

(2) More detailed treatment of the general mul- 
tiplier theory will be found in Voprosy Ekonomiki, 
No. 2, 1959, in P. Oldak’s article “Bourgeois 
Theories of Economic Cycles.” 


PROBLEMS OF ECONOM 


(3) I. I. Polak, “The Foreign Trade Multipli 
American Economic Review, December, 1947, p 
891. 
(4) C. Clark and I. G. Growford, The Nation 
Income of Australia, London, 1939, p. 93. | retra 
lated from the Russian — editor. | 

(5) F. Machlup, International Trade and the 
tional Income Multiplier, pp. 11-12. 

(6) A. Paulsen, Neue Wirtschaftslehre, Frar 
furt a.M. und Berlin, 1954, p. 204. 

(7) E. Preiser. “Kapitalexport und Vollbe- 
schaftigung,” Jahrbucher ftir Nationalekonomie 1 
Statistik, Vol. 162, 1950, p. 329. 

(8) G. Haberler, Prosperitat und Depressior 
Tubingen, 1955, p. 446...  ———— 

(9) J. M. Keynes, op. cit., pp. 327-328. [quo 
tion retranslated from the Russian — editor. ] 

(10) Quoted from the American Economic Re 
view, March 1953, p. 104. | retranslated from tf! 
Russian — editor.] 

(11) Seymour Harris, editor, Saving America 
Capitalism, N.Y., 1948, p. 274. | retranslated fr 
the Russian. | 

(12) D. M. Keezer and others, Making Capital 
ism Work, N.Y., 1950, p. 186. [retranslated fre 
the Russian — editor.] 

(13) J. Javits, Peace by Investment, N.Y., 19 
[ retranslated from the Russian — editor.| 

(14) A. Forstmann, Die Grundlagen der Auss 
wirtschaftstheorie, Berlin, 1956, p. 170... 


(15) F. Machlup, op. cit. 


(16) V. I. Lenin, Collected Works, Vol. XXII, 
228-229 — Russian edition. 


(17) A. Forstmann, op. cit., p. 332. 
SS 


et ed stan } } < 2 A 


ANNOUNCING: 
PROBLEMS OF ECONOMICS REPRINTS FOR CLASSROOM U 


Translations of bi tiueda Articles from Soviet Economics Journals 


Fundamentals of Labor Law of the USSR aa the Constituent hd ib i A Draft ote 
(Sotsialisticheskit Trud, PS?) No. 10, pp. #19), 7 $1.50 anu ( 


S.. PARTIGUL: Demand and Supply, Undet Socialism (Voprosy Ekonomiki, 1959, Vis 
No, 10, pp. 80- a | $1200.49" 


iT. KHACHATUROV: Economic’ Effectiveness of Integrated Mechanization and hy! Zi 
Automation Vopions Phone, 1959, No. 12, pp. 61-74). $1.50 TAN 
; / ') if 
R. NAZAROV:, The ieeiecng Uke and Changing Structure of Food Consumption fico oe) 
in the USSR (Lepr sy Bhonomskt, 1959, No. AL, pp. 110- 119): BEBO 


i ANTOSENKOV and v. MOSK ALENKO: The Soviet Union’s Program of Reducing’ U ANOS a 

the Working. Day and the eee Week (Planovoe Khoziaistvo, 1959, Nov, Ay eer 4 ae 

(ot. pp. 30-38)... 7 f (aes Dwi Gh 25e a 

7 1G. KANTOROVICH: On! the Calculation of Production | Inputs (Voprosy Bhononiki : : 
1960, No. 1, pp. Tee) we . Ly : $1.50. ° 


] { i | 3 ae 5 \ ae 
| - 4 


| 8 
| oC BYSTROV:: ‘The Orbanteatiea of Intemational Settlements Among Socialist PO a 
A deen ‘Countries (Voprosy Ekonomiki, 1960, No. 2, pp. rae: : Cy esd ) $1. 25 
ne \ { ; j “ 


ji | \ Me y Gea : ; ey ee a 


p Se yz SURREAL On ‘the! Methodology iof Couperin Ecousmid Indices of the USSR rs oe - “4 

NO aid Hepes and the USA sues Bohan $980; No. 4, Re 103-117). ae eee ies: ave $1. 50° A 
TA. IOFFE: The Level | BF Labor Productivity. in 1 the USSR and die Usa (Planovoe uk ‘in a : i 

‘Khoziaistvo, 1960, Re, a Pp. ' 45-55). pee et fe , Sas f al 

RY ’ : an i a, g ; AG Y x ~ rik “ 
\ of aaa? The Ecooiie seas Suet? Iastnne: of the: USSR State Planning Comhitiees ‘American . 

| |. Economists on the Competition Between the USSR and the USA (Planovoe 

ae Khoziaistvo, 1960, No. 1, PP MRS), EOS TS ne a 4 


ob oy Hef ( \ Kee ; j A why | A 
Act ifr { a i iV ] NY yy 


\ 
Wal 


| B. SUKHAREVSKI: The Working Day ge d Wages | in> 1 the » USSR (Kommunist, 1960, 
il) ONNolS, ‘pe 2230), Wk 


| \ yt * f cay yi eat A 2 . a -f 2 
[ a heat on ieee ON Aa: bh yt Age 
eer aRDe Ee. VARGA: Twentieth Century ‘Capitalism one honomika ke ‘Methicabedayt 


eee as : i 
Hop fs y eae 1960, ae by pp. Sa mee re be Pent Ue IN ma Okeroa 
% > Lag OE é A \ : Me 9 ol yi , ys Oy NAN ine BAY es 


i é me ey vs oh. KATS: On te nigh of the So- Called “Income Revolution” in the USA. ie 
; Ae ( aw ea Ekonomika i i Mezhdunarodnye Otnosheniia, 1959, No. 8, » BP, 84-103). 
\ AN VN ahs nt XaY ay Qa ed hom iO ef 
‘bs vy A aa : \ a et At pele kai hy il au eng \ = 4 Wage ff WS. pully ‘ zi Wy da ye 
NORA oe ae | ee axes AY a 
gy NE 1m i G. RUBINSHTEIN: The Persians of Sule Imports neshaa T S adulia 1960, Wg mA 
\e * Re we \ ; , No. 4 Ke edt \ \ i § f a 4 M 9 SAN} eh nt a Lge ee - Os a ¥ a 
ei Le nal bee of tor or more re copies of any article | 
cy ; Te i AX. Sl ‘ Pa ao AS bss | = IN ee 
Be “ALL ORDERS MUST BE eect anny as , oe a 
iy % i jam \ : 


" ' \ “ . iy 0 : 
Gomis ARTS ‘AND. omega Ten 
) Un yt 5356 56 Fifth Avenue, New Y York 10, Ney. ‘ ee 


Pies pce ee Lah te te ] oa 


\ re . 


